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e In the Record e 


The Business Scene: Two Perspectives 


It gets easier to find signs that the big boom is developing 
conflicting tendencies. But the indicators calling for a down- 
turn are still few in number and inconclusive. The running 
figures on business conditions—particularly “foreshadowing” 
statistics such as backlogs, anticipated capital outlays, new 
orders, spending plans of consumers—still look very healthy. 
There is one big exception: the stock market’s behavior 
during recent months has put it in a position to claim its 
prophet’s mantle if business turns down later in the year. 

For a review of the present strong tone of business, and 
a guide to where a serious change in expectations would first 
appear, see “The Business Mood: Still Strong,” this month’s 
Business Highlights, beginning on page 261. 


1958: A good year for business—that’s the consensus of 
189 manufacturing companies cooperating in the Board’s 
latest survey on the business outlook. Polled on expecta- 
tions for their own companies’ business in the second half of 
the year, the majority of the executives foresee billings and 
profits at higher levels than they were a year ago. 

Many companies find, to their relief, that business is re- 
turning to a sounder even though more competitive basis, 
now that government controls are off. This is reflected in 
some interesting trends that are developing in new orders, 
backlogs and inventories. For a view of the over-all situa- 
tion, turn to page 268; for concise industry-by-industry 
roundups, to page 287. 


The Portents in Wall Street 


Never a dull moment south of Fulton Street these days! 
The Federal Reserve for weeks has been buying bills regu- 
larly and at times rather heavily—and getting scolded in 
some quarters and applauded in others. Yet at the end of 
June the situation was not much different from what it 
was in early May so far as the availability of funds is con- 
cerned. 

But a reduction in reserve requirements comes up on 
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July 1 and July 9, The effect will be about the same as 
adding $1.2 billion to member-bank reserves; yet with the 
Treasury coming shortly with offerings of $5 billion or $6 
billion in short-term stuff, it is not impossible to conceive of 
even a billion in reserves vanishing before the expected fall 
demand for bank accommodation is fully met. 

But fears of what is likely to happen between now and 
the end of the year have been considerably allayed—and it 
was this anxiety that was burdening the bond market and 
harassing businees generally more than anything else. 

For an extended discussion of what is happening in Wall 
Street turn to page 258. 


More Milk To Drink 


Milk production has not kept pace with population growth 
and with the sizable economic expansion that has occurred 
since the late thirties. Over the past decade and a half, our 
population increased by 20% and industrial production more 
than doubled; at the same time, total agricultural output 
rose more than 35%. Milk production, however, rose only 
8%. 

Why less milk is produced per person today than in 1939 
even though our over-all standard of living is higher is 
discussed beginning on page 272. 


Taxes and Their Impact 


Earlier this year Toe ConrerEeNce Boarp invited twenty- 
eight tax and fiscal experts to participate in a special con- 
ference on “Prospects for Federal Taxes.” A report con- 
taining their views and recommendations is scheduled for 
early publication. In the meantime, two of the papers are 
presented in summary form in this issue. On page 279, 
Kenyon E. Poole, Professor of Economics at Northwestern 
University, takes a look at the background of today’s issues 
under the title “Taxes in Historical Perspective.” And on 
page 283, Professor David McCord Wright, of the Univer- 
sity of Virginia, gives his stimulating views on the rela- 
tionship of taxes and incentives under the title “Will the 
Businessman Work on Love Alone?” 


A Freer Money Market: 


WHAT'S HAPPENING IN WALL STREET 


years or longer—has the attention of so many 

been so centered upon Federal Reserve policy 
and its repercussions. The general money market 
situation, which is now the concern of a wide range 
of interests, is not, of course, wholly an outgrowth of 
the attitude and acts of the central bank authorities. 
There has been a basic change in investment demand 
and supply relationships without which such action 
as that of the Federal Reserve would not have had 
the consequences now being discussed far and wide. 
But often the popular reaction is to look upon such 
steps as have been taken as the cause of it all. 

The immediate and most obvious reflection of these 
changes is found in money rates and bond prices. 
Holders of high-grade bonds and preferreds have 
found the market value of their portfolios shrinking 
sharply for a good while past. Naturally, they are 
wondering how much further this movement is likely 
to go. Some of them may have occasion to dispose of 
parts of these assets, in which case they are or will 
be obliged to take losses. Book losses seem to be in 
store for those who have not amortized their holdings 
adequately. 


NEW CAPITAL IS SCARCE 


Enterprises which have recently undertaken to 
raise funds have likewise been forcefully reminded of 
the altered situation, as have underwriters and others 
whose aid was enlisted in the flotation of new issues. 
The appearance on the open market of a large issue of 
4% five-year debentures at par was, of course, strik- 
ing evidence of both the state of the new-issue market 
and of the availability (or lack of it) of funds from 
other sources. The offering was almost unprecedented 
—dquite unprecedented in recent years—but so is the 
smallness of the stock of loanable funds in the hands 
of various institutions which, during postwar years, 
have been providing this and other corporations with 
needed funds of this type. 

The effect of this new, or relatively new, situation 
in the money market is similarly felt by the United 
States Treasury and various would-be municipal bor- 
rowers. The Treasury will need very substantial sums 
of new money for months to come, and municipal bor- 
rowers have plans involving the raising of large 
funds at just the time that the market gives indica- 
tion of something akin to a glut in demand. It re- 
mains to be seen what the Treasury will do about 
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its needs for new funds and about the large refunding 
operations it must face this year. The attrition on the 
latest offering of certificates placed an appreciable ad- 
ditional burden upon the government. It can ill 
afford a seepage of these dimensions on all the roll- 
over offerings it must make before the beginning of 
the year. What it will have to pay to avoid it will 
depend in substantial measure upon what the Reserve 
authorities decide to do. 


OVER THE STOCK TICKER 


It is, however, chiefly through the stock market 
that all this most effectively reaches the conscious- 
ness of the general business community. To a great 
many, the stock market is still a prophet rather than 
a historian. Prolonged weakness in the stock market 
almost invariably has a psychological influence 
throughout the land far out of proportion to the ex- 
tent to which any direct effect can be traced. The 
market is beginning to project itself in this way— 
even though it appears to be generally agreed that so 
far there is little or no statistical evidence to indicate 
an important downward turn in business, and even 
though most observers find difficulty in detecting 
anything on the business horizon which can plausibly 
explain what has been taking place in the stock mar- 
ket. But a good many are again wondering what 
the market sees that they can not—and confess to an 
uneasy feeling. 

The weakness in the bond market has spilled over 
into the stock market in a rather unusual way. As 
seasoned observers explain it, the flow of causation is 
about as follows. The years of unprecedentedly low 
yields on bonds and on gilt-edged preferred stock, 
along with the increased burden of taxation, drove 
many normal bond investors into stocks. They often 
made the shift with reluctance under pressure to 
find better yields. They never did become willing or 
satisfied holders of equities. When, therefore, sub- 
stantially better yields began to appear in high-grade 
bonds and the best preferreds, a movement developed 
away from a thin stock market generally regarded as 
somewhat “vulnerable” on other counts. 

Two questions are of most urgent interest in the 
financial district. One of them has to do with the 
stage now reached, or perhaps soon to be reached, 
in this shift from stocks. The other concerns Federal 
Reserve policy. Obviously, only the future can pro- 
vide answers to either of them. At least some seasoned 
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observers are looking daily for further signs that the 
flight from stocks is nearing its end; and those who 
have more than an academic interest hope that their 
relative optimism is warranted. Holders of bonds 
bought when yields were much lower wish they could 
find more evidence of buying by those said to have 
fled stocks to take advantage of better bond yields. 


INTEREST UNDERSTANDABLE 


In these circumstances it is not difficult to see why 
the matter of Federal Reserve policy should be a 
topic of such intense and wide interest—and inciden- 
tally why there is so much inquiry as to the meaning 
of recent open-market purchases by the System. By 
June 17, these banks had brought their net purchases 
of Treasury bills during recent weeks up to $525 
million. The weekly statement issued on that day 
made the sixth in a continuous series in which bills 
had been bought on balance. No long-term acquisi- 
tions had up to that time been reported. Member 
banks also report a definite change in the attitude of 
the authorities toward rediscounting. For a time, 
member-bank borrowing in unusual amounts and the 
practice of staying in debt to the Reserve overlong 


JUST as this issue of The Business Record was about 
to go to press, news came of a reduction in reserves 
required of member banks. When this order takes 
effect (in part, July 1 and, in part, July 9), these banks 
will be in need of some $1.2 billion less reserves than 
they would otherwise have had to have to carry on any 
given volume of business. 

Naturally, all those—and there were many of them— 
who had been insisting that the Reserve authorities 
“wince and relent and refrain” were interested; and so 
were those who, with equal firmness but with less fan- 
fare, had been calling on the team to “hold that line— 
and also, of course, the bond market. The plaintiffs— 
and they came at least as much from business as from 
government—began to breathe easier, and bond prices 
reacted rather vigorously to the shot in the arm. Stocks 
did better, too. Corporate underwriters pretty well 
finished the job of clearing off their shelves. A good 
many tired “free riders” were able to get out from under 
on the Treasury 314s. 

But there were some sobering second thoughts. When 
the weekly statement of the condition of the Reserve 
banks appeared hard on the heels of the required reserve 
reduction announcement, it was seen that the Reserve 
system had bought another $210 million of Treasury 
bills; nonetheless, total member-bank reserves were 
down more than three-quarters of a billion, thanks to 
a drop in “float,” and to the fact that the Treasury 
had reduced its “overdraft” at the Reserve banks from 
$823 million to $296 million. Had the Treasury paid 
off the rest of this temporary loan and in addition built 
up a normal balance at the Reserve banks (it was still 
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were unmistakably frowned upon. A change came 
in May, however, and by the middle of June member 
banks were quite welcome at the discount window. 
Meanwhile, bill purchases and some one or two other 
factors perhaps of a temporary nature had altered 
the immediate situation sufficiently so that federal 
funds, which had been extraordinarily tight for a long 
while, were rather abundant during most of May 
and the first half of June. 


A CHANGE OF POLICY? 


Do these changes represent a change in the an- 
nounced policy of the Federal Reserve, a weakening 
in its determination to leave the Treasury to fare for 
itself in a free market? Do they reveal or suggest 
that the central-bank authorities have begun to doubt 
whether inflation is still a danger, or to fear that 
deflation may be the consequence of restrictive action 
on its part? Such questions are now heard regularly 
wherever two or three are gathered together. An 
assured answer has not, yet appeared in evidence. 

According to some observers in a position to know 
or at least to make a well-informed guess, the recent 
purchases of bills by the Reserve were not on the 


hardly more than microscopic on June 24), member- 
bank reserves would have been reduced at least a bil- 
lion and a quarter. 

This seems to be the situation: Since early May the 
Reserve System had added over $700 million to its bill 
holdings. Yet should the Treasury pay off the remain- 
der of its temporary loan out of tax collections, total 
member-bank reserves, excess reserves, or total out- 
standing Reserve credit would show no significant net 
change over that period (assuming no change elsewhere 
in the accounts). Were the Treasury to build up its 
balances at the Reserve banks to where they were early 
in May, and where they normally are, there would be 
no excess reserves at all. That is to say, the open- 
market operations of the Reserve system to date have 
not quite succeeded in maintaining the status quo so 
far as bank reserves are concerned, since member banks 
have taken advantage of them to get partly out of debt 
to the Reserve. 

Into a situation of this sort will come the required 
reserve reduction on July 1 and July 9. This will be the 
equivalent to an increase of about $1.2 billion in mem- 
ber-bank reserves. But the Treasury is reputedly to 
come very soon into the market with five or six billion 
in short-term offerings, which, apparently, the banks are 
expected to take up in substantial amounts. It is thus 
easily seen to be quite possible that the bulk of the 
“relief” now given the money market, if indeed not all 
of it, may be consumed before the seasonal increase in 
the demand for bank loans has fully developed. 

Nevertheless, fear of what is ahead in the money mar- 
ket has been substantially allayed. 
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original agenda of the System. At least, they were 
not on the agenda for this particular time. Conditions 
which led to them were more or less unexpected. It 
is said, however, that the authorities had all along 
planned to increase holdings of governments in this 
or larger amounts at some time during 1953. If condi- 
tions which have given rise to these purchases are 
merely those which would normally be expected at 
some later date, and if later seasonal developments 
are correspondingly less marked, then it may well 
be that what has happened would be nothing more 
than a change in timing. If fall growth in demand for 
funds is normal and is superimposed upon an already 
extended situation, the story would be different. 

If, as is said to be the case, the Reserve authorities 
see nothing extraordinary in current money-market 
rates per se, they are on strong historical ground, of 
course. If, too, they doubt whether such rates them- 
selves constitute a real hazard, they have a good 
many supporters in the financial district. There are, 
however, psychological factors involved, and political 
or semipolitical pressures are always present in such 
circumstances; recent developments in the money 
market reflect underlying conditions which raise pro- 
found issues—a fact doubtlessly well recognized by 
the Reserve authorities. 

The unusual action of the Treasury in resorting to 
a large overdraft at the Reserve banks to meet its 
immediate needs prior to mid-June tax receipts rather 
than drawing heavily on its tax and loan accounts was 
undoubtedly a step in the interest of greater money- 
market ease—or, rather, of avoiding the placing of 
further restrictive burdens on the market. Without 
question, it accomplished its purpose. It may be 


doubted, however, whether any great meaning is to 
be attached to this matter so far as Federal Reserve 
policy is concerned. And it seemed at the moment 
doubtful whether it carried any important implica- 
tions as to the continued willingness of the Treasury 
to come to a “free market” for funds. 

It was inevitable, of course, that a situation of this 
sort would start the usual arguments about the proper 
course for the central banks. The theory expounded 
by Lionel Edie, Clark Warburton, and others to the 
effect that money supply must be increased year by 
year by some fixed percentage if depression is to be 
avoided is again being aired by its devotees, who 
profess to find that Reserve authorities have been too 
restrictive of late and should put more money into 
circulation. 

Then there are those who declare that funds avail- 
able for investment are even now all being utilized, 
and insist that in consequence it is foolish to suppose 
that the Treasury can fill its needs without expanding 
the total supply via Federal Reserve action—or at all 
events, that the Treasury can do so without curtail- 
ment of personal consumption or private investment, 
which no one apparently desires to do. 

To those who advance this thesis, others pose this 
question: Are not our manpower resources likewise in 
full utilization at present? If so, could a mere enlarge- 
ment of the supply of funds enable the Federal Gov- 
ernment to fill its requirements without curtailment 
either of consumption or investment? Is it not likely 
that the result would be merely a price increase? 

And so the old, old arguments continue on and on. 


FREDERICK W. JONES 
Division of Business Economics 


BUSINESS FORECASTS 


General 


Fred F. Florence, President, Republic National Bank, 
Dallas, Texas (in an address before the Illinois Bankers’ 
Convention, June 3) —“In our current appraisal of the pre- 
vailing situation there appears to be logical reason to be- 
lieve that good business conditions will continue for at 
least the next six months.” 

W. W. Townsend, of Townsend-Skinner and Company, 
Inc. (in a talk before the Pacific Northwest Conference of 
Savings and Loan Associations, June 8)—‘“The present 
outlook for business is good and the outlook for the balance 
of this year is dubious. An ‘adjustment,’ which is another 
word for recession, within a year is practically inescapable.” 

Securities and Exchange Commission (June 10 press re- 
lease) —“American business is planning to continue its high 
rate of expenditures on new plant and equipment through 
the third quarter of 1953, according to the latest survey of 


capital outlays conducted jointly by the Securities and 
Exchange Commission and the Department of Commerce 
during May. According to the survey, capital outlays of 
$7.2 billion and $7.1 billion are scheduled for the second and 
third quarters of this year, respectively. 

“If present programs materialize, plant and equipment 
expenditures for the first nine months of this year will total 
$20.5 billion, 7% higher than the corresponding period of 
1952. If this rate of investment is achieved, it appears 
likely that the previous estimate of $27 billion for 1953 will 
be exceeded.” 

Neil H. Jacoby, Dean, College of Business Administration, 
University of California at Los Angeles (in an address to 
the National Association of Purchasing Agents on May 26) 
—“...I am skeptical of the realization of present business 
plans for plant and equipment outlays. I fear that the 
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Business Highlights 


THE BUSINESS MOOD: STILL STRONG 


“lf the boom is at a crest, it is stubbornly refusing to get 
on with the business of receding” 


N LATE MAY and early June, as the likelihood 
of a truce in Korea moved from exploratory meet- 
ings to “polishing up the last details,” stock and 

agricultural commodity markets went into another 
downward swing. In each of these markets, Korean 
news combined with other factors—among them rising 
interest rates and the shortage of storage space for 
grain. The resulting declines were impressive. Be- 
tween mid-March and mid-June, the stock market 
lost more than its postelection advance, and prices 
received by farmers fell to about their lowest point 
since Korea. Even after new developments in Korea 
—the release of anti-communist prisoners—raised 
new doubts about a truce, securities prices responded 
only very sluggishly. 


EXCEPT FOR STOCK MARKET 


While these market reactions may yet be impor- 
tant as an influence on business sentiment, they do 
not seem to reflect an existing state of conviction, and 
they are certainly not an accurate picture of the cur- 
rent trend of business conditions themselves. In the 
three months since truce talks were renewed there 
has yet to appear any statistical evidence, outside of 
stock and commodity markets, that business expec- 
tations for the near term have as yet been much 
altered. Between mid-March and mid-May, industrial 
stock averages fell about 4.8%, and the interest rate 
on high-grade corporate bonds climbed from 3.12% to 
3.34%, a new postwar high that compares impres- 
sively with borrowing costs of the past twenty years. 
But a survey of investment programs conducted by 
the Department of Commerce as recently as May dis- 
covered an apparent upward revision in anticipated 
1953 capital outlays, and an even more recent survey 
of business expectations by THe ConrrrENce Boarp 
(reported elsewhere in this issue) found no impor- 
tant signs of an impending change in operating rates. 


BOOM HOLDING UP 


If the boom is at a crest, it is stubbornly refusing 
to get on with the business of receding. Corporate 
profits, after having advanced markedly in the first 
quarter, have since risen further. Steel order books 
are reported to be bulging for the third quarter, and 
automotive producers have already run their con- 
version arrangements well into fall. Consumer soft- 
goods manufacturers report very good ordering. Wage 
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agreements providing moderate adjustments were 
signed quickly in the key steel and automotive indus- 
tries: both sides seemed anxious to get away from the 
bargaining table and back to work. Judging from the 
trend of weekly production indicators, the Federal 
Reserve index of industrial production will show no 
significant change in June. 

In April, manufacturers’ shipments in both durables 
and nondurables lines reached new peaks, and in- 
ventory-sales ratios continued down (see chart). New 
orders, although not rising so sharply as sales, also 
advanced in April, and there was no indication of any 
slackening in May. At the consumer level, May ap- 
pears to have been a very satisfactory month. De- 
partment store sales (seasonally adjusted) bounced up 
sharply from their reduced April level to the highest 
point since the second post-Korean buying wave of 
early 1951. Automotive sales continued strong, and 
combined with the cutbacks in car output produced 
by strikes of suppliers, finally brought the growth of 
new-car stocks to at least a temporary halt. What 
evidence is available points to continued strength in 
consumer markets in June. After taking account of 
seasonal influences, department store sales in the 
first half of June were running a little higher than in 
May. Reports from durables retailers (other than 
autos) continue to stress intensely competitive selling 
conditions, and a tendency to lengthen credit terms to 
compensate for higher interest charges, but sales rates 
at least through May continued good. 


ONLY FARM PRICES WEAK 


Commodity price weakness itself appears to be 
confined exclusively to agricultural markets. By mid- 
June, in fact, the short-term trend of nonagricultural 
commodities appeared to be clearly upward, for the 
first time since last summer. Price increases were 
posted for crude oil and some refinery products; for 
several chemicals; for steel itself; for lead; for print 
cloth. Steel scrap prices, which had been easing off 
for months, firmed in late May, and were rising in 
early June. Among metals, only copper appeared to 
have a weak near-term price outlook, with the July 
contract selling about 2 cents below the 30-cent spot 
price. 

By all indications, the consumers’ price index, and 
even the Department of Commerce index of retail 
prices (which excludes services) , has continued to rise 
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through the second quarter: food prices drifted up- 
ward throughout May, and prices of other goods have 
continued to run steady to strong. In certain of the 
newer appliances—freezers, for one—there were in- 
dications that the rise in steel prices taking shape in 
June would be passed on, at least partly, into con- 
sumer prices. General Electric announced higher steel 
costs would necessitate price increases on many con- 
sumer items. 


THE MARKET ON TRIAL 

If business is this good, what strange statistics has 
the stock market been watching? Since late March, 
the market’s behavior has run more or less steadily 
counter to the trend of the other basic indicators from 
which businessmen are accustomed to take their cue." 

Does the market lag, after all, and is it still trying to 
reflect the much more hesitant and dubious tone of busi- 
ness sentiment in the first few weeks after the beginning 
of truce talks? Is it still, after two years of on-again-off- 
again truce, seeking a floor at which peace in Korea would 
be satisfactorily discounted? 

Or is this the beginning of a bear market? (One version 
of the Dow theory has already signaled a bear market.) 
Are stock prices prophesying a late-1953 downtrend in 
business, or have they been involved mainly in a ‘'tech- 
nical" adjustment to rising bond yields and tight money? 

To what extent have stock declines reflected waning 
expectations of fast and substantial tax relief for corpora- 
tions? 


Stock averages themselves hardly provide any clear 
answers to these questions. Until late in March, in- 
dustrials were still selling at about the level they had 
reached in the postelection boom of December, and 
relative changes within the average were a fairly 
understandable parallel of business trends. Textiles 
and agricultural machinery stocks were hard hit, and 
potential beneficiaries of the demise of the excess- 
profits tax (aircraft, motor vehicle parts) did well. 
Since late March, declines among industrial groups 
have been deep enough and broad enough to suggest 
a general bear movement related to truce, rising in- 
terest rates, and the general business outlook. 

But they may also have reflected a multitude of 
specific factors: reduced likelihood of EPT expiration; 


“Weakness in the stock market, prolonged and at times quite 
pronounced, has attracted attention far beyond the boundaries of 
the Wall Street district or the limits of the financial community. 
It came at a time when business was exceptionally active, and when 
record-breaking production and extraordinary prosperity for the 
remainder of this year at least were widely held to be all but certain. 
It engendered anxiety by reason of the fact that, correctly or other- 
wise, the stock market is commonly regarded as an indicator of 
Ubat is ahead in business.”—The Business Record, October, 1946, 
p. 395. 


*From the point of view of the market, large and steady defense 
expenditures combined with falling corporate taxes, an outlook that 
still prevailed in early May, was obviously attractive. Mr. Eisen- 
hower’s May 19 address and concurrent statements of Secretary 
Humphrey more or less reversed these prospective trends. 


further decline in farm prices (agricultural machin- 
ery); fear of inventory accumulation and/or credit 
overextension (autos, appliances, radio-TV). Truce 
itself was certainly a dominant factor in the breaks of 
late March and April, but it may be noteworthy that 
some capital goods groups—electrical and general in- 
dustrial machinery, railroad equipment—were not 
particularly hard hit, although one might have 
thought them second only to direct military producers 
in sensitivity to truce talks. 


EPT PROBLEM 


Apart from truce negotiations and rising interest 
rates, a third important, key to the change in stock 
market sentiment between the first and second quar- 
ters may lie in the aircraft and motor vehicles and 
parts groups, both of which executed a pronounced 
up-and-down cycle in the two quarters. Both were 
heavily represented in the EPT-per-share lists that 
became popular guides for investors early in the year, 
when expiration of the tax seemed more or less as- 
sured. 

Market reaction to the final decision on EPT may 
help to clarify how important the tax has been in 
recent market movements. It is possible that if EPT 
expiration had not buoyed certain stock groups in 
the early months of the year, the general trend of 
the market would have been slowly and steadily down- 
ward for as much as the last six months—six months, 
it might be added, during which profits rates were 
enjoying a considerable expansion, and investment 
programs reportedly were continuing upward. If 
business conditions turn down in the last half of the 
year, the stock market is in a position to lay claim 
again to its prophet’s mantle. 

The stock market would not, of course, have been 
the only prophet to call a 1953 turning point, if it 
materializes. Comment that any forthcoming adjust- 
ment will have been the most widely heralded in 
United States history is now only a little less com- 
monplace than the heralding itself. But even after 
the market’s jittery behavior in May and June, the 
momentum of the boom has been enough to keep the 
edge of certainty out of the voices of pessimists. 
Nothing like a quick reshaping of business expecta- 
tions such as occurred in mid-1948, or March, 1951, 
has occurred yet, the stock market notwithstanding. 


INVENTORIES: HOW HIGH IS TOO HIGH? 


While both defense and capital goods markets may 
tilt the boom slowly downward in late 1953, the com- 
ponents of business conditions that should be watched 
most closely for signs of an impending sudden change 
in business psychology are (1) inventories and (2) 
personal consumption. These are the areas that are 
credited with the 1949 recession, and the 1951 “lull.” 

Ever since the end of the steel strike, plant inven- 
tories of durable goods have been rising steadily. 
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The Rising “Float” of Instalment Debt 


RATIO SCALE 


AUTO DEBT OUTSTANDING 


MOTOR VEHICLE SALES 


1951 1952 1953 


Billions of dollars; debt as of end of month 


Sales of manufacturers, at least through April, the 
last month for which figures are now available, were 
rising more rapidly, with the result that the inven- 
tory-sales ratio has fallen fast (see chart). Among 
nondurables manufacturers, inventories rose in April, 
but they had been declining for the previous six 
months, and the upward sweep of sales in these indus- 
tries has driven the inventory-sales ratio down to the 
lowest level since the buying wave of early 1951. By 
far the greater part of the accumulation of durables 
inventories since the steel strike has been in goods 
in process, required to maintain higher shipping rates. 
Accumulation of finished goods at manufacturing lev- 
els has been steady, but not dramatic; at the end of 
April such stocks were still below year-ago levels. In- 
ventories of purchased materials have been declining 
in recent months, and at the end of April were con- 
siderably below a year ago. 


CARS MAKE UP THE DIFFERENCE 


On balance, inventories at manufacturing levels 
appear to be a neutral aspect in the business picture. 
Any further rise in sales rates in nondurables indus- 
tries—such a rise remains a possibility for this sum- 
mer and fall—could well require an expansion in work- 
ing stocks in these industries. (Judging from the 
stronger tone of several soft-goods markets, such an 
‘expansion may have begun already.) In durables in- 
dustries, on, the other hand, it is possible that even 
if current high sales rates are maintained in coming 
months, some liquidation of inventory may occur in 
late 1953 in automotive industries, and possibly also 
in other steel-consuming industries—now that ac- 
cumulation to beat a steel price rise is over. At the 
manufacturing level, these remain the key areas to 
watch. 

The same relative picture—as between durables and 
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nondurables—appears at the retail level. The sharp 
upward swing of durables inventories at retail reflects, 
in part, an increase of almost 20% in inventories of 
automotive dealers between October, 1952, and April, 
1953 (percentage computed on the basis of seasonally 
adjusted figures; computed from unadjusted figures, 
the increase was about 30%). Inventories of other 
consumer durables entering into consumption expen- 
ditures—stocks of home-furnishings stores, appliance 
stores, jewelry stores, and miscellaneous durables out- 
lets—have also been on the rise, although at a much 
more modest rate. In May, strike-induced cutbacks 
in passenger-car assemblies, and voluntary reductions 
in the output of many appliances apparently arrested 
the growth of retail durables inventories, but it would 
not be surprising to see the uptrend resumed in June, 
particularly in the light of automotive schedules. 

Inventory-sales ratios among retail durables out- 
lets for the first half of the year will evidently show 
an advance that will bring the figure close to the 
level of early 1952, when retailers were exhibiting a 
strong desire to reduce their stocks. But what will 
happen to retail attitudes toward inventory—particu- 
larly among durables retailers—depends on the be- 
havior of the consumer. In fact, the key to the mean- 
ing of all $77 billion of business inventories is now al- 
most exclusively in consumers’ hands. 


PROBLEM OF DISCRETIONARY BUYING? 


The basic question about inventories is whether 
the current spending of consumers is “erratically” 
high, and whether it will therefore be followed by a 
period of “erratically” low expenditures. In the past 
several years, economists have shifted their efforts 
heavily in the direction of analysis of the consumer 
sector and consumer behavior, in order to get a 
statistical hold on precisely the kind of question that 
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the current situation raises. The main reason alleged 
for the instability of consumer spending in the post- 
war years is a shift of spending away from subsistence 
goods and toward discretionary, postponable goods, 
as a result of substantially greater and more widely 
distributed incomes and holdings of liquid assets. 
Since the end of the war, the personal saving rate has 
fluctuated rapidly, as consumers have alternately ex- 
panded and contracted their rate of durables pur- 
chases, which now weigh more heavily as a proportion 
of their total expenditures. 


RELIABILITY OF PREWAR RELATIONSHIPS 


The prewar relationships required to measure the 
relative normalcy of current spending patterns are 
far from reliable enough to have any predictive value. 
And even if they were much better than they are, 
they would not solve a present paradox of consumer 
markets: since mid-1952, both the saving rate and ex- 
penditures on durables have been running at histori- 
cally high levels. In the light of the saving rate alone, 
it would be easy to conclude that expenditures of con- 
sumers are, if anything, low. But in the light of the 
durables expenditures figures—and the situation of 
markets for individual durables such as automobiles— 
they look high; extremely high, if account is taken of 
the rising float of debt apparently required to main- 
tain them (see chart). 

A $20-billion annual saving rate coincident with a 
rapid expansion of consumer debt has been a neat 
puzzle for analysts ever since late 1952. In the light 
of the central position of consumer markets and con- 
sumer goods’ inventories (particularly automobiles) 
in forecasts for the next six months, the puzzle is now 
a basic dilemma, to which the consumer holds the 
solution. 

If the consumer consults his debts and then lowers 
his purchases of durables, the immediate effect would 
be to drive his apparent saving rate to or above the 
9% rate that caused such consternation in the last 
half of 1951. That could make business inventories 
suddenly look a lot bigger and precipitate an impor- 
tant change in business expectations. 

If, on the other hand, the consumer consults his 
apparent saving rate, and then confidently continues 
spending, he will defy pessimists on the automobile 
market and credit statistics, and he may definitely 
delay any downward adjustment in business condi- 
tions. 

All of which points to the desirability of watching 
the spending-saving-credit figures very closely in the 
next several months. 


ALBERT T, SomMMERS 
Business Analyst 
Division of Business Economics 


1An article in a forthcoming issue of The Business Record wil 
analyze the postwar shift of consumer markets toward durables, 


SLIGHT RISE IN 
CONSUMER PRICES 


ONSUMER prices showed a slight increase for 

the month of May. Tur ConrereNnce Boarp’s 
all-items index for ten large cities was 178.3 in May 
(January, 1939=100), which was a 0.5% increase 
from the April figure of 177.5. The index was down 
0.3% from the May, 1952, index of 178.9. The pur- 
chasing value of the dollar was 56.1 cents, a decline 
of 0.4% from the previous month and an increase of 
0.4% from the May, 1952, dollar. 


HOUSING UP MOST 


Within the all-items index, the component showing 
the greatest change was housing, which rose to a 
new high of 129.1. Its increase was 2.6% over April 
and 6.3% over May, 1952. New York City accounted 
for a large part of this rise, with the city’s housing 
index 7.9% higher than in April. This jump in the 
index reflected rent increases allowed under the state’s 
new rent control regulation effective May 1, 1953. 

The fuel index went down to 134.5 for the month. 
The 2.3% decrease from April was very much in line 
with the seasonal decline in fuel prices which usually 
occurs in late spring of the year. However, this index 
is still 3.0% higher than it was last year at this time. 

Clothing, housefurnishings, and sundries remained 
virtually unchanged from April to May. The clothing 
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Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939 = 100 


Clothing 


Fuel? 


House- Purchasing 
Date ie oO! Food Housing! furnish- | Sundries | Value of 
i Items Total Men’s Women’s Total Electricity Gas spas poate 

NOS2s Maye craniteiccs cleo. < 178.9 236 .6 121.5 149.4 165.2 136.1 130.6 90.0 104.8 165.5 7 2e2 55.9 
VUNC ee est on 179.0 237.0 121.5 148.8 164.7 135.4 130.9 90.0 104.8 165.0 172.3 55.9 

Duly cee ee 180.4 239.8 121.7 148.5 164.6 135.0 131.7 90.0 104.8 164.3 173.6 55.4 
AUgUSt Oh Oaasce se o% 180.8 240.6 122.0 148.2 164.3 1384.7 132.9 92.2 104.8 164.5 174.0 55.3 
September.......... 179.9 237.7 122.1 148.4 163.7 135.5 133.7 92.2 104.8 164.5 174.0 55.8 
October............. 179.8 236.5 MELTS 148.1 163.8 1384.8 135.3 92.2 104.6 163.6 174.4 55.6 
November.......... 180.6 238.3 123.3 148.2 163.8 135.0 135.9 92.0 104.6 164.8 174.5 55.4 
December........... 179.3 233.2 124.1 148.2 163.8 135.0 137.6 92.0 104.6 164.7 175.0 55.8 
Annual average...... 179.1 236.1 122.0 149.1 164.9 135.6 133.4 90.9 104.5 165.6 172.6 55.8 

1953 January............ 178.7 230.3 124.8 148.2 163.8 135.1 138.1 92.0 105.3 162.7 176.1 56.0 
February........... 177.3 O25 125.67r| 148.2 164.0 134.9 137.9 92.0 105.3 163.4 176.6 56.4 
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Percentage Changes 
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1 Rents surveyed quarterly in individual cities ‘Includes electricity and gas r Revised 


index rose 0.1%, and over the year was steady with 
only a 0.7% decline. In housefurnishings, decreases 
of 0.1% over April and 1.5% over the year period 
reflected rather stable price movements for this com- 
ponent. The sundries index showed no effective April- 
to-May change, decreasing only 0.1%, but was up 
3.8% from May, 1952, to May, 1953. 


FOOD LOWER THAN YEAR AGO 


Food prices increased 0.5% from April to May, but 
were still substantially below year-ago prices. The 
increase to a level of 225.1 resulted from an over-all 
rise in meat prices in May. While beef prices were 
steady or declining, other meats, notably pork, showed 
strong price rises. Lard and shortening prices also 
increased. Prices of fresh milk and eggs trended 
downward. 

Other food items were relatively steady, except for 
fresh fruits, which increased in price, and fresh vege- 
tables, which showed an over-all decline. The price 
movement in fresh vegetables was very mixed—po- 
tatoes, green beans and lettuce were up in price; cab- 
bage, spinach and onions were down. There was no 
consistent movement in any of these items over all 
. ten cities. 

In spite of the month’s rise, the food index for May 
was 4.9% below the May, 1952, index of 236.6 and 
6.4% below the 240.6 all-time high of August, 1952. 
In 1952, food prices rose steadily to the August 
high, declined somewhat in September and October, 
and rose again in November. A price decline in food 
started in December, 1952, and continued until Feb- 
ruary, 1953. For the four-month period February- 
May, the food index has been relatively steady with 
no monthly change being greater than 1.0%. Cereal 
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and bakery products, dairy products, and other gro- 
ceries ranged from fairly steady to somewhat higher 
for the year. These groups of items rose between 1% 
and 2%. The year’s drop in the food index was 
thus caused by the decline in meats and fresh fruits 
and vegetables. 

Looking at each city individually, a pattern similar 
to the ten-cities index is to be seen in the movement 
of food prices. In seven of the ten cities, Birmingham, 
Boston, Chicago, Detroit, Indianapolis, New Orleans, 
and Philadelphia, the food index reached its highest 
level in August, 1952. In three cities, Denver, Los 
Angeles, and New York, the high point was reached 
a month sooner in July, 1952. And all of the ten 
cities, with the exception of one, showed trends of 
leveling off after noticeable declines between the 
summer of 1952 and the early part of this year. The 
one exception was Los Angeles, for which significant 
declines in food prices have been reported for the 
past four months. 

Beef prices dropped considerably over the year be- 
cause of the increase in supply. The Department of 
Agriculture estimates that this year’s slaughter of 
cattle will be 18% above last year’s; and it is probable 
that beef prices will remain steady or even show fur- 
ther declines. Since last May, all other meat items, 
except pork items which have increased in price, also 
declined some. Fresh fruits remained rather steady 
over the year. Fresh vegetables declined significantly. 

In summary, the lower prices for beef items and for 
fresh vegetables contributed to produce a decline in 
the food index; rises in housing, fuel and sundries 
served to bring the all-items index very close to last 
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EXECUTIVE CONSENSUS: NO BUST IN ‘53 


T MIDYEAR, industrial executives are coming 
to the conclusion that 1953 is going to turn 
out to be a pretty good year for business after 

all. For the first time since Korea, manufacturers 
are free from government controls on raw materials 
and selling prices, and the expectation of one typical 
executive is that: 

“.. . profits during the last half of 1953, before taxes, 

will compare favorably with the second half of 1952. 

However, we have this confidence only because we have 

been able to put into effect a general increase in selling 

prices—following the end of government price restrictions. 

If it were not for this price relief, we feel the ‘squeeze on 

profits’ (which has been generally experienced under the 

pressure of rising labor and material costs) would put 

second-half 1953 profits below 1952.” 

Industry in 1953 has not had to contend with the 
damaging effect of long drawn-out and widespread 
work stoppages such as the 1952 steel strike; and in 
large measure the current optimism with regard to 
business prospects in the second half of 1953 rests on 
avoiding a recurrence “of the upsetting conditions im- 
posed by the steel strike.” 


SUMMARY OF OPINIONS 


The opinions of the 189 manufacturing companies 
participating in this month’s business survey may be 
summarized as follows: 


e New orders in the second half of 1953 will be 
higher than a year ago, although trending downwards. 

e Cancellations are no problem as yet in nine out of 
ten companies reporting. 

e Only two out of ten companies expect billings in 
second-half 1953 to fall below second-half 1952 levels. 

e But backlogs of unfilled orders, currently slightly 
lower than a year ago, are slated to be further reduced 
in the latter part of 1953. 

e Inventories, as a per cent of sales, are generally 
no higher than a year ago, and in many cases lower. 
Over twice as many companies plan to reduce their 
ratio of inventories to sales during the next six months 
as expect to increase them. 

e Lags in collections, experienced in 1953 by one 
out of four companies replying, are not serious as yet. 
Most companies plan no changes in credit policy, aside 
from exercising "increased vigilance." 

e Higher profits before taxes are anticipated in the 
majority of cases, both for the second half of 1953 
over the second half of 1952 and for all of 1953 over 
1952. 
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A frequently expressed sentiment among this 
month’s survey cooperators is that business in 1953 
is and will be conducted on a sounder, more competi- 
tive basis. As one executive describes it: 


“Last year we operated under a controlled economy 
with prices unreasonably restricted below levels appro- 
priate to cost increases sustained. Also, with materials 
hard to get, we had procurement at excess cost, incon- 
sistent procurement, resulting unbalanced production, too 
much overtime, etc. We also were laboring under rela- 
tively inefficient operations because of the easiness of 
business in times of boom. Toward the latter part of 
last year, our earnings picture did not look good and 
we began to tighten up our cost structure, our inventory, 
etc. This has resulted in better operations generally, 
which will begin to bear fruit in the second half, as the 
six months just closing was the transition period in this 
rather general change in operations. Our prices are a 
few per cent higher although even these do not represent 
a full passing along of cost increases accumulated since 
Korea; however, these price increases, as small as they 
are, do help the profit picture some.” 


The stretch-out in defense spending has had no 
clear-cut effect on industry’s business outlook. Some 
companies report that their “dollar sales may be off 
because of the defense stretch-out,” but the following 
comment sums up what some others say about their 
military business: 


“A year ago we were merely in the tooling stage and 
this year we have been in production . . . deliveries on 
defense contracts will be more than double what they 
were a year ago.” 


Some companies are fortifying their competitive 
position with the introduction of new products, while 
other manufacturers are benefiting from “increased 
capacity available in 1953 which is being fully used at 
the present time.” 


NEW ORDERS—A PARADOX 


Twice as many companies (forty-seven) expect 
their new orders to trend downwards in the second 
half of the year as are optimistically inclined (twenty- 
four). Fifty-eight companies foresee no change in 
trend. This does not mean that industry is pessimistic 
on the second-half outlook for new orders, since 437 
of the cooperating companies expect the total volume 
of new orders booked in the second half of 1953 will 
exceed that booked in the comparable 1952 period. 
This compares with 29% forecasting a decline in new 
order volume. 
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This seemingly paradoxical situation stems chiefly 
from the current high level of business activity. As 
one executive puts it: “We definitely expect our new 
orders to trend downward during the next six months 
—incoming business just can’t last at its present rec- 
ord-breaking level.” In another company, despite an 
indicated decline, “new orders will be just about at 
capacity level.” ~ 

Some companies have found it necessary to revise 
their expectations. One cooperator writes: 


“We had anticipated a general decline in our new-orders 
trend during the last six months of 1953; and it is still 
possible that this may develop. However, an unexpected 
development since the beginning of peace negotiations in 
Korea has been an increase rather than a decrease in 
incoming orders.” 


On the other hand, a machine-tool builder indicates 
that “purchases of machine tools for defense plants 
are about completed, and we expect a sharp drop in 
new orders during the next six months to about 50% 
of the volume in the second half of 1952.” 

One factor involved in the general expectation of 
a downward trend in new orders in the next six 
months is a “decline in purchases for inventories” 
as raw material availability improves. 

The 1952 steel strike, of course, distorts second-half 
year-to-year comparison of new orders in the steel 
industry and related industries. In some cases, “the 
1952 period was abnormally low because during the 
strike we did not accept orders.” But another steel 
producer recalls that “new orders in the second half 
of 1952 were at a much accelerated tempo after the 
steel strike.” 


"SQUEEZING OUT THE WATER" 


Excessive cancellations of orders have not cropped 
up as yet as a warning signal to American industry. 
Fully 84% of all companies covered have experienced 
no increase in cancellations, while another 5% report 
they have actually declined. 

Of the 11% reporting a rise in cancellations, several 
companies indicate: 


“There has been an increase in cancellations (princi- 
pally for products with long delivery promises), but we 
believe for the most part this has resulted from a better 
supply situation. We feel now that backlogs pretty well 
have the water squeezed out of them.” 


A couple of executives have noticed some increase 
in cancellations by the Armed Forces. 

Most of the companies reporting stepped-up cancel- 
lations indicate that to date the amounts involved 
have been relatively small. Seven companies in the 
machine-tool industry, which is usually quite sensi- 
tive to changes in business sentiment, unanimously 
report no increase in cancellations. 

Ninety-three companies, comprising a 59% major- 
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ity of all replies received, predict that the second-half 
1953 dollar billings will exceed those for the second 
half of 1952. They outnumber by three to one those 
companies expecting poorer billings. 

Aside from an expected higher physical volume of 
business, the most frequently mentioned explanation 
for the favorable billings outlook is that: “billings in 
the second half of 1953 will probably be up about 10% 
when compared with the second half of 1952, reflect- 
ing mainly price increases.” 

Other companies, especially those in the steel and 
related metal products industries, expect the second- 
half 1953 sales to be higher than a year ago, chiefly 
because “billings in the second half of 1952 were ad- 
versely affected by strikes.” 

Elimination of most raw material shortages is the 
basis for expectation of higher second-half billings in 
some companies. One executive writes: “We are 
budgeting for at least a 10% increase due to some dis- 
appointments in our billings a year ago when there 
was failure to obtain certain important components 
for defense requirements.” 

Among the metal products industries, several co- 
operators report: “Dollar billings for the second half 
of 1953 should be somewhat larger than those for the 
second half of 1952, largely because of increased out- 
put of weapons made for the Armed Services.” 

One company, working at top capacity, expects 
“billings for the second half of 1953 will be about the 
same as they were for the second half of 1952. At 
the rate orders are being entered, we will be operat- 
ing at full capacity throughout the year.” 

At least one company says “billings will be less 
than in the second half of 1952 by approximately 
10%, inasmuch as in 1952 we were eating up backlog.” 

Some companies are in this position right now, as 
one executive indicates: 


“We are not particularly concerned over our perform- 
ance for 1953 because of the healthy backlog carried 
over from last year. Come 1954, however, the situation 
will be different and we may have to gear our operations 
for production at approximately 20% less than the 1953 
rate.” 


BACKLOGS—THE PEAK IS PAST 


Current backlogs of unfilled orders at sixty-six out 
of 146 companies reporting are smaller than a year 
ago, while fifty-one companies report increased back- 
logs. No change in the size of backlogs has been ex- 
perienced by twenty-nine firms. 

Whereas one executive reports: 


“Our current backlog compared with this same period 
last year is greater by more than 40%. Based on the 
most recent survey among our customers, we anticipate 
a rather consistent backlog for the balance of this year.” 


Another associate writes: 
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“We have practically no backlog at the present time, 
while last year we had a rather substantial backlog. I 
do not see how our backlog can decrease very materially, 
as it is almost nil today.” 


Only twenty-three companies out of 129, or 18%, 
believe that their backlogs at year end will be any 
larger than at present. More than twice that number 
(fifty-seven) think their backlogs will be reduced in 
the second half of 1953, and forty-nine anticipate no 
change from current levels. 

A number of companies whose backlogs are declin- 
ing consider this to be a healthy development: “Our 
backlog of orders is shrinking, but this is not an un- 
welcome trend, for it allows us to shrink inventories 
and thereby recapture some of the investments made 
there.” Another executive is not worried by an ex- 
pected decrease in backlogs “inasmuch as it would 
improve our delivery situation.” 

In one company, “current backlogs have been re- 
duced to about half of what they were in the corre- 
sponding months of 1952, this reduction being caused 
by the double effect of reduced new orders and an 
increase in productive capacity.” 

Other concerns attribute declines in backlogs of 
new orders to “government contract terminations and 
to the stretch-out of contracts,” “the removal of re- 
strictions on use of metals,” and to “accelerated pro- 
duction.” 

In the textile industry, currently in the process 
of a mild recovery from last year’s poor business, 
one company reports that “the current backlog of 
orders is about double that of a year ago.” 


INVENTORIES UNDER CONTROL 


Inventories are not particularly out of line with 
sales, judging from the response of this month’s sur- 
vey cooperators. Although 30% of the companies 
polled report inventories higher as a per cent of sales 
than a year ago, another 39% have lowered their in- 
ventory-sales ratios, and 31% report no change. 

Furthermore, 46% of the cooperating industrial 
firms expect to reduce inventories in relation to sales 
during the next half year as compared with 20% 
which indicate a relative rise in inventories. 

The improved supply of industrial materials has 
had two opposing effects on inventories. As one ex- 
ecutive explains it, “the trend in inventories for the 
next six months will be downward because there has 
been considerable easing in available materials; conse- 
quently, there is less tendency to hedge, and also there 
is the possibility of shorter lead times.” But in an- 
other company, “the trend of inventories will be up- 
ward since we have been operating on very limited 
supplies of metals.” 

Some companies which feel current inventories are 
too low in relation to sales “propose to build up and 
increase inventories as rapidly as production will per- 


mit,” in several instances “to facilitate introduction 
of new product lines.” 

Among those executives who plan cuts in inven- 
tories during the next six months, one executive 
frankly admits that the reductions “are in anticipa- 
tion of a general business shake-out in 1954 similar to 
the one in 1949.” 


CLOSE WATCH ON COLLECTIONS 

About one out of every four cooperating companies 
reports experiencing some lag in collections, although 
in the majority of cases “it is very slight” and “as yet 
not too significant.” Thus far the tendency towards 
slower collections has been localized mainly among 
customers “with small working capital,” in “chronic- 
ally slow accounts” and “marginal accounts”; and 
companies engaged in foreign trade report that “col- 
lections in Latin-American countries have been very 
bad.” 

Only about 6% of the cooperating companies have 
actually revised their credit policies, and only three 
companies have any definite plans for credit policy 
changes within the next six months. In one case, at 
least, credit policy was liberalized “in order to enable 
distributors to handle a substantially larger volume of 
business.” 

But in most instances, the credit situation is being 
watched “more closely and with increasing caution.” 
Typical of some of the measures taken are: “more care- 
ful scrutiny of customers’ credit statements”; “focus- 
ing the attention of financial and operating manage- 
ment on investment in receivables, the trends of col- 
lections, and major problem areas”; “greater caution 
in opening new accounts and policing regular accounts 
more closely”; and “a general tightening of credit.” 


PROFIT OUTLOOK FAVORABLE 

The majority of industrial companies participating 
in this month’s survey are confident of racking up 
higher profits before taxes in 1953. Fifty-two per cent 
of the executives estimating profits before taxes for 
the second half of 1953 expect them to exceed the com- 
parable 1952 figures, and 60% predict that full-year 
profits before taxes will be more than in 1952. Fewer 
than one out of every four companies replying feels 
that its 1953 profit prospects are poorer than in 1952. 

While expecting better profits this year, a wide- 
spread observation made by various executives is that 
“more sales will have to be made for the same 
amount of profits.” Explaining further, one associate 
writes: “We expect our profit to be somewhat in- 
creased over last year due to increased shipments. 
However, profit from sales volume increase will be 
offset to a certain extent by increased costs of mate- 
rials and labor.” 

Some companies attribute their favorable 1953 
profits picture to “capital expenditures and modern- 
ization which will be pretty much completed and their 
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full effect felt in the last half.” Several firms report 
“studying expenses much more closely than in 1952” 
and, with “greater attention to economics and produc- 
tion schedules,” expect profits to be higher in 1953. 

While some companies feel that higher prices will 
contribute to improved profits, “there is, however, 
pressure against increased selling prices.” Others 
expect to bolster their profits outlook by the returns 
realized on new products “just starting to market” 
or by the operation of additional capacity. 

The steel industry and related industries, hard hit 
profitwise by the 1952 steel strike, generally expect 
improved profit comparisons in 1953. 

Most frequently mentioned by companies expecting 
lower profits in 1953 are “lower volume of ship- 
ments”; and “increases in costs not compensated for 
by increased selling prices.” 

One company feels its earnings in the second half 
of 1953 will be reduced by the “starting up of a new 
plant with its intended expenses without the full 
volume of profitable sales which will develop from 
that operation within three to six months after the 
plant comes on line.” 

In summing up, one executive makes this observa- 
tion: “We are assuming for 1953 the reverse of 1952 
conditions, when the first half was characterized by 
low volume and reduced earnings, followed by a 
sharp improvement in the latter part of the year.” 


Sotomon EruHe 
G. CLarK THompson 
Division of Business Practices 
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volume of such expenditure may fall off during 1954 much 
more than is presently considered probable.” 


Steel 


Iron Age (June 18)—“The worst of the steel shortage is 
past. Although consumer demands are expected to remain 
high for at least several months, steadily improving supply 
should result from full employment of the industry’s ca- 
. pacity. This may cause a moderate decline in steelmaking 
operations toward the end of the year.” 

Steel (June 15)—‘With inventories rising, it’s possible 
a production cut is in the making for the steel industry.” 


Electric Power 


Bayard L. England, President, Atlantic City Electric 
Company (at the annual convention of the Edison Electric 
Institute, on June 1)—‘. . . the entire utility industry will 
add about 30 million kw. in the three years 1953 to 1955, 
inclusive. Not only will we have ample capacity to supply 
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the power demand in the years ahead of us, but plainly we 
have a big selling job to do if we are to make the most of 
the commercial opportunities that confront us.” 

Philip Sporn, President of American Gas & Electric Com- 
pany (The Wall Street Journal, June 17)—“Saturation in 
demand for electric power is nowhere visible.” 


Electrical World (June 8)—“Industrial use of electric 
power is probably close to its peak for 1953: The trend in 
industrial production—and hence power use—is likely to be 
down from here through the rest of the year. Industrial pro- 
duction is now slightly over the 240 level on the Federal 
Reserve Board’s index. . . . But production is expected to 
slide down in the next few months, especially in industries 
that make consumer durable goods. The textile industry may 
also be in for a decline. Its inventories are getting heavy.” 


Agriculture 


Department of Agriculture (The Tobacco Situation, May) 
—‘‘Domestic consumption of flue-cured and burley tobacco 
in the current marketing year is expected to top that of any 
previous year, mainly because of the record output of cigar- 
ettes. Cigarette manufacture is expected to continue high in 
1953-54. The extra-length, or ‘king size,’ cigarette is receiv- 
ing increasing emphasis. Total exports of unmanufactured 
tobacco in the current marketing year will be moderately 
lower than in 1951-52. Although export prospects for 1953- 
54 cannot be clearly foreseen, it appears probable that they 
will be nearly as large as or possibly a little larger than in 
1952-53.” 

Department of Agriculture (The Dairy Situation, May- 
June) —“Milk production for the country as a whole is 
expected to taper off somewhat further in coming months 
relative to 1952. Total production, however, is likely to be 
at least as great as a year earlier into fall, barring serious 
drought. Total milk production for 1953 as a whole appears 
likely to exceed the 1952 total of 115.1 billion pounds by 
around 8 billion pounds.” 


Department of Agriculture (Foreign Agriculture Circular, 
June 12)—‘World cotton production appears to have leveled 
off at around 35 million bales. Production in 1952-53, now 
estimated at 35,420,000 bales (of 500 pounds gross weight) , 
is 180,000 bales less than that of the previous year. Early 
acreage indications suggest that a further small decrease 
could take place in 1953-54.” 


Rise in Farm Mortgage Debt 


“The amount of farm mortgage debt has been rising for 
the last seven years, but it would have to be a good deal 
larger to equal the figures which prevailed throughout the 
1920’s and early 1930’s. At the end of 1952, farm mortgage 
debt outstanding totaled $6.7 billion. In 1922, the all-time 
high, it was $10.8 billion, and in all the years from 1918 
through 1986 it exceeded $7 billion. Moreover the burden 
of mortgage debt was relatively much greater in those days 
because farm income was far below the current level. In 
relation to income, the debt today is almost at its lowest 
point for the past forty-three years.”—The Cleveland Trust 
Company Business Bulletin. 


Drop in Butter Consumption Leaves More Milk for Other Uses 


PERCENTAGE UTILIZATION OF TOTAL MILK OUTPUT 


FLUID 
AND OTHER 


FED 
CANNED TO ICE 
MILK CALVES CREAM 


y) 
4:8 Hes | 3.3 
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“Fluid and other” includes predominantly that part of milk output consumed as fluid milk and cream. It also includes a 
small percentage for miscellaneous uses, such as milk used for dry whole milk, minor products and waste. ‘Canned 


milk’’ is condensed and evaporated milk. 


THE MILK AND 


higher than in 1939, milk production has 

risen only 8%—and this despite a dramatic 
increase in per capita real income. Per capita output 
of milk on farms has fallen 12% below the late Thirties 
and is at a record low. Main reason: per capita con- 
sumption of butter has fallen 50% in the last fifteen 
years. 


W tie: the country’s population is now 20% 


AFTER IT LEAVES THE FARM 


Prior to World War II, about 39% of total milk 
output was used for fluid milk and cream and 42% for 
butter. About 6.6% went into the production of 
cheese. Evaporated and condensed milk made up 
another 4.8%, and ice cream, 3.3%. The remainder 
was used for miscellaneous products, and fed to calves. 

In 1952, the percentages of milk production chan- 
neled into various end uses present a quite different 
picture. Only about 25% of the milk output was used 
in the production of butter. Fluid milk and cream 
consumed about 48%, cheese about 10%, evaporated 
and condensed milk about 6%, and ice cream another 
6%. (See chart.) 


The drop in per capita consumption of total milk 
produced on farms can be attributed to a substantial 
drop in butter consumption. Since 1939, as per capita 
butter consumption has declined almost to one half, 
total butter production has fallen off by one third. 

The heavy slump in butter production has been ac- 
companied by heavier consumption of milk for other 
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Source: Bureau of Agricultural Economics 
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dairy products. From 1939 to 1952, the amount of 
milk available for uses other than butter rose about 
30% (about 15% on a per capita basis). Per capita 
consumption of practically all dairy products except 
butter increased significantly. Cheese consumption 
per person went up some 25%; evaporated and con- 
densed milk, about 3%; fluid milk and cream, about 
15%; ice cream, about 50%.1 


The principal reason for the fairly steady down- 
trend in butter consumption has been a sensational 
increase in the use of margarine. While per capita 
disappearance of butter dropped from 17.3 pounds in 
1939 to 8.7 pounds last year, margarine consumption 
jumped from 2.3 pounds to 7.8 pounds. A forecast by 
the Bureau of Agricultural Economics indicates that 
per capita margarine consumption this year may be 
around 8.3 pounds, virtually equal to an estimated 
8.6 pounds for butter. 

Margarine’s price advantage, coupled with the lift- 
ing of federal and most state restrictions on the sale 
of colored margarine, are largely responsible for the 
deep inroads it has made into butter consumption. 
But a secondary reason for the decrease in butter in- 
take is the increased popularity of weight-reducing 
diets. While margarine has taken up the bulk of the 


?These percentage increases are based on actual product weight. 
Per capita increases in use of milk going into the production of each 
of these products were generally higher. For example, from 1989 
to 1952, the percentage increase in milk used for the production of 
cheese was 40%; evaporated and condensed milk, 12%; and ice 
cream about 65%. 
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slack in butter consumption, part of the drop-off 
apparently represents a general curtailment of the use 
of fats. Per capita butter and margarine consumption 
combined is about 15% below prewar. (See chart.) 


GOVERNMENT TAKES MORE BUTTER 


Butter prices started to weaken during the latter 
half of 1952. On November 30 of last year, when 
prices fell below 90% of parity, the Commodity Credit 
Corporation started to buy sizable quantities of but- 
ter; in the past seven months it has bought close to 225 
million pounds. Purchases of this butter by the 
army at a fraction of the support price, and donations 
to schools and charitable institutions, have already 
begun to whittle down stocks. These will probably 
continue to be the chief outlets for CCC butter hold- 
ings in the months to come. 

The last time butter received price support was in 
1949 and 1950, when the government acquired 242 
million pounds. More than half of this was sold 
through regular distribution channels when the mar- 
ket price rose, and the remainder was given away and 
written off as a loss by the CCC. 


EXPORTS ARE OFF 


Prior to World War II, exports of dairy products 
were relatively insignificant, From 1924 through 1940 
they were consistently less than 1% of total produc- 
tion. In fact, during this entire period imports slightly 
exceeded exports. (Processed milk—evaporated, con- 
densed and dried whole milk, and nonfat dry milk 
solids—constitute the largest share of United States 
dairy exports, whereas cheese is the bulk of imports.) 

Beginning in 1941, when the Lend-Lease Act was 
passed, dairy product exports rose substantially and 
steadily. The peak was reached in 1944, when ship- 
ments totaled 6,842 million pounds (whole milk equiv- 
alent), or about 6% of total domestic milk produc- 
tion. 

Shipments abroad started to shrink in 1945, 
and in 1952 they dropped precipitously. Exports 
of dairy products in whole milk equivalent in 1952 
were back to 933 million pounds, 0.8% of our total 
production, and 60% below 1951. They have re- 
mained at a low level this year. Increased output of 
milk abroad, in Europe, Canada, Australia and New 
Zealand, among others, is largely responsible for the 
contraction of foreign demand. 

Although the 116 billion pounds of milk produced 
last year exceeded 1939’s figure by 8%, it is some 3% 
below the 1945 figure, the all-time peak. Together 
with the decline in domestic butter consumption, the 
postwar cutback in exports accounts for the dip in 
production. 


THERE ARE FEWER MILK COWS 


In the years 1946 to 1951, the number of milk cows 
on farms declined 10% from the peak of 27.8 million 
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in 1945 (the number of farms with milk cows fell 
almost 20%). As a matter of fact, the 23.4 million 
milk cows on farms as of January 1, 1952, was 6% 
below the 1935-1939 average. As total demand for milk 
slackened during the postwar years, profit margins on 
milk production narrowed. Meat prices, on the con- 
trary, were relatively high, and farmers found it more 
profitable to sell some of their cows as meat instead 
of milking them. 

Last year, however, farmers’ prices of milk and 
butterfat trended upward, while beef cattle prices 
declined substantially. Some farmers, therefore, shift- 
ed to milking cows which previously were used chiefly 
for raising calves. By January of this year the num- 
ber of milk cows on farms had risen about 3% from 
1952, although it was still 3% below prewar. 

The decrease in the number of milk cows has 
not meant a smaller milk supply; increased out- 
put per cow has more than compensated for the 
decline in their number. Output of milk per cow last 
year stood at 5,328 pounds, an all-time peak and al- 
most 20% above the prewar level. (The 10% increase 
from 1945 to 1952 in yield per cow has fallen a little 
short of offsetting the decline in the cow population.) 
Among’ the leading reasons for greater output per 
cow are: scientific breeding of better stock that pro- 
duce more milk, improved pasture lands, better qual- 
ity feed, and advances in disease control. 


SMALLER RISE IN DAIRY FARMING INCOME 


Cash income from dairy farming has not risen so 
sharply as total farm income. Farmers’ cash receipts 
from dairy products increased from $1,346 million in 
1939 to $4,554 million last year, or 240%. Over the 
same period, cash receipts from total farm market- 
ings jumped from $7,819 million to $33,125 million, 


Production and Population 


INDEX NUMBERS 
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ALL AGRICULTURAL 
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(929) 32 35 738 al 44 47 50 15 

Dairy products include farm butter, cream, wholesale and 
retail milk 

Sources: Bureau of Agricultural Economics; Bureau of the 
Census 
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Margarine Eats into Butter 


POUNDS 
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“Estimate by the Bureau of Agricultural Economics based 
on preliminary indications. Consumption in pounds 
per capita. 

Source: Bureau of Agricultural Economics 


or 325%. The dairy farmers’ share of gross farm in- 
come has shrunk from 17.2% in 1939 to 13.7% in 
1952. 

During the war and most of the postwar period, 
average income per farm and the rate of return on 
investment were lower for dairy farms than for most 
other agricultural enterprises—cotton farms, wheat 
farms, sheep ranches, among others. However, dairy 
farming has displayed greater stability than other 
types of farming. Dairy farmers’ incomes generally 
rise less sharply during prosperous periods, but also 
tend to fall less drastically in periods of contraction. 

While the rate of return for many types of farms 
dropped quite sharply last year from 1951, prelimin- 
ary figures for 1952 seem to indicate an improvement 
in the relative profitability of dairy farms. Whereas 
net income per dollar invested in dairy farming in 
1952 dropped from 5% to 10%, on the average, from 
the preceding year, in several other types of farm 
enterprises it was off as much as 50%. 


Sumtey S. Horrman 
Division of Business Economics 


ECONOMIC NOTES 


"Ballad of the Sad Economist" 


“In the mythical kingdom of Hoomhomho, King Whoopla, 
interrupting an apparently tranquil economy, issued a royal 
decree reducing the price of bread from 25 cents to 13 
cents a loaf. The results were catastrophic. Farmers stopped 
growing wheat, bakers stopped baking bread, an under- 


fed ‘proletariat’ gobbled up existing stocks of bread, and 
worst of all, King Whoopla found himself without his 
customary morning toast. Fortunately, his minister of 
state, a Manchester Liberal of the very old school, en- 
lightened the king on the ineluctable principles of the 
free market as propounded in Fred Manville Taylor s 
‘Principles of Economics,’ and quickly converted the dis- 
traught monarch to the virtues of laissez faire. Thus was 
normalcy restored and with it the king’s morning toast. 

“Unfortunately, the free market mechanism failed to 
solve the problem of boom and bust. A depression occurred 
and the desperate sovereign, in his quest for counsel, gave 
ear to the spendthrift advice of a Keynesian upstart. The 
thought of building public works, palaces, and harems in 
order to catch the multiplier effects on national income and 
employment appealed to the pleasure-loving king (upon 
whom the simple, sturdy joys of unfailing morning toast 
apparently had palled). But calculations were amiss. The 
result was not merely full employment, but wild inflation. 
The accompanying unrest forced King Whoopla to flee to 
the Riviera, while the more sedentary Hoomhomonians 
pondered ways and means to put thing aright.”—David 
Feliz, “The Ballad of the Sad Economist or Who's the 
Fairest Model of Them All?” Current Economic Comment, 
May, 1953, College of Commerce and Business Administra- 
tion, University of Illinois. Summarized from poems by 
Bruce Knight and Kenneth Boulding. 


The Budget as Savings Mobilizer 


“In view of Britain’s large needs for nonconsumption pur- 
poses, the government has viewed ‘public’ saving via the 
budget as necessary to compensate for an inadequate volume 
of personal and business savings. The combined current sur- 
plus of the central and local governments accounted for 
some 30% of Britain’s gross national savings for the period 
1948 through 1952, while savings of public and private cor- 
porations comprised approximately 65%, and personal sav- 
ings were responsible for little more than 5% of the total. 
The potential for private saving has of course been severely 
limited by high taxation, but such taxation has been con- 
sidered necessary in view of the probability that actual 
private saving, had taxes been lower, would have still been 
inadequate to meet Britain’s total savings requirements.”— 
Monthly Review of the New York Federal Reserve Bank. 


The Decline of Pawnbroking 


“The pawnbroking trade has played a great part in the 
lives of very many people in the large cities and industrial 
districts of Great Britain. The number of pawnshops grew 
throughout the nineteenth and early twentieth centuries, 
reaching a peak in 1913-1914. Considerable incomes were 
made in small shops on the pawnbroking part of the business 
as distinct from the retailing of new goods. In the past forty 
years the trade has considerably decreased in importance. 
The changes in economic climate and popular habit which 
have brought about a radical alteration in the sources of small 
credit used by the poor are not without interest for the 
economist.”—A. L. Minkes in Economica. 
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Stocks and Bond Yields 


IN PER CENT 


STOCK YIELDS 


BOND YIELDS 
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Bond yields are those of Aaa domestic corporate bonds; stock yields are for 200 stocks 


1953 1952 Percentage Change 
Item Unit i Latest Month | Latest Month 
Mayp April March May over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production, total (S)..... ahas Ata 1935-39 = 100 r 243 211 0 +14.2 
pee aie (SM REERE Pha coe ten. cist 1935-39 = 100 r 328 277 -1.8 +15.5 
Nondurable goods (S)................... 1935-39 = 100 r 201 181 +1.5 +11.0 
MMineralsn(S) arn emacs. celle sees ol 1935-39 = 100 r 162 140 +1.8 +19.3 

Consumer durables (S)!.................4. 1947-49 = 100 148 105 stint +387.1 

NTachine tools*yais.. he ..ccodieion o <haenie oe cakes 1945-47 = 100 r 375.9 323.0 -3.7 +11.1 

Construction contracts awarded, residential *|| million dollars 605 754 -5.3 -15.4 

Construction contracts awarded, other’.... . million dollars 742 810 —9.4 +19.5 

Reb ateSAles (US) erase cul wih lente sec ccepeuss Ss million dollars r 14,437 13,850 +0.5 +4.2 

Retail inventories (S)*.................... million dollars r 21,096 20,4770 +1.9 +5.0 

Department store sales (S)................ 1947-49 = 100 113 108 +8.4 +7.4 

Department store inventories (S)4.......... 1947-49 = 100 121 116a +4.1 +8.6 

Manufacturing sales (S)................... million dollars r 25,469 23,538a +4.9 +13.5 

Manufacturing inventories (S)*4............ million dollars r 44,056 43,402a +0.5 +2.0 

Manufacturing new orders (S)............. million dollars r 24,591 24,25 1a +5.1 +6.6 

Manufacturing unfilled orders‘............. million dollars r 73,367 69,978a ea +3.7 

Carloadings, total®...................000. thousand cars 701 735 +3.7 +5.6 

Carloadings, miscellaneous®................ thousand cars 387 360 -1.0 +6.7 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 90.1 98.4 Oa -10.5 

Wholesale commodity prices, all........... 1947-49 = 100 110.0 111.6 +0.4 -1.6 
Marin eee ee eee ee. ee eae eee ee 1947-49 = 100 99.8 107.9 +0.6 -9.3 
ndustrialiot..09.e. con, eee aietiae dese 1947-49 = 100 113.4 113.0 +0.3 +0.4 

Consumers’ price index................... 1947-49 = 100 113.6 113.0 +0.3 +0.9 

Farm parity price ratio................... 1910-14 =100 94 101 +1.1 -6.9 

Non-agricultural employment.............. thousands 55,740 54,216 +0.2 +1.9 

Unemployment... 7-6). 3. dee. es oes - thousands 1,674 1,602 -17.4 -18.5 

Factory employment (R).................. thousands r 13,834 12,726 0.4 slau 

Average weekly hours worked, manuf’ing (R)|] number 41.1 40.2 -0.5 +1.0 

Average hourly earnings, manufacturing (R).|| dollars 1.75 1.65 0 +6.1 

Personal income (S)7...........2-0000005 billion dollars r 282.8 262. 5a +0.1 +7.8 

Finance and Government— 

Bank debits, outside New York City (R)8...|| million dollars 64,274 56,229 —2.0 +6.1 

Business! loans UCHH)e. Ae «cies «cee ice sis we million dollars 23,204 20,816 -1.0 +10.5 

Consumer instalment credit outstanding (R)‘]/ million dollars r 19,267 14,731a +2.1 +33.5 

Privately held money supply‘.............. billion dollars 191.0 183. 8a +0.6 +4.6 

Federal budget receipts.................-- million dollars 10,502 3,809 +53.7 +15.0 

Federal budget expenditures............... million dollars 6,187 5,659 -1.9 +10.3 

Defense expenditures................-+--: million dollars 4,503 4,237 -5.7 -0.5 

Federal budget surplus or deficit, cumulative" million dollars -5,771 =6 7882 || eet | eee 

S Adjusted for seasonal variation 7Annual rate R Employment, hours, and earnings series have been adjusted to Ist quarter 
1Output of major consumer durables 8338 centers 1951 bench-mark levels. Bank debits coverage has been expanded and debits to U. S. 
2Shipments 9Average of Wednesday figures overnment accounts and to time deposit accounts have been eliminated. Business 
337 eastern states 10F'rom July 1 to end of month indicated feand coverage has been expanded. Consumer credit data have been expanded and 
4End of month aApril, 1952 revised. All] series are not comparable to earlier data shown. 

5 Average weekl n.a.Not available 

6Average of 22 daily spot market prices pPreliminary 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department o {Commerce; 


National Machine Tool Builders Association; Treasury Department; THs Conrerencn Boarp 
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Source: Moody’s Investors Service 
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F. W. Dodge Corp.; Federal Reserve; 


Operations Research: 


A NEW COST-CUTTING TOOL 


By Robert J. Rohr 


Assistant Superintendent, Industrial Engineering Division, Eastman Kodak Company 


HAT IS operations research? If we were to 
put it in its simplest terms we might say 
that it is the scientific, organized approach 

to the solution of industrial problems. It is the same 
thing that we have long considered as industrial en- 
gineering, industrial management, and the things that 
all of you do every day and have done for many years. 

What is operations research, then? It was given its 
name by the British during the last world war. They 
used it to solve some military problems, one of which 
was that in the United States we had a lot of material 
that was needed in Britain to carry on the war. The 
problem was, to get this material from the United 
States to Britain in the right quantities at the right 
time. 

Involved were such things as: How many ships in 
a convey? What should the pattern of the convoy 
be? What should the course be? Where should they 
have air cover? How many destroyers? All those fac- 
tors were correlated using techniques known to sci- 
ence. They gave analyses of this type the name “Op- 
erations Research” for want of something better, I 
think. If any of you are interested in finding out more 
about what was done with Operations Research dur- 
ing World War II, I would recommend your reading 
a book written by Morse and Kimball called “Meth- 
ods of Operations Research.” 

We are doing it every day. Each time a method is 
improved, a new product developed, a new machine 
designed, a new method instituted, principles of oper- 
ations research are used. If this is true, you might 
ask: “What is this new cost-cutting tool? We are all 
doing it every day.” In order to explain what we 
mean, let’s consider an analogy. Recall to your mind 
a picture of the visible portion of the electromagnetic 
spectrum—only the part that you can see with the 
human eye. The wave lengths that you cannot see 
extend on either side of it. We will deal with those in 
a few minutes, but in this visible portion are a num- 


Summary of an address delivered on this subject 
at The Conference Board’s Thirty-seventh Annual 
Meeting held Thursday and Friday, May 21-22, 
1953, at the Waldorf-Astoria, New York City. 
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ber of tools of operations research that are now used 
in industry. 

We can see them now. We now use them in our busi- 
ness. They are such things as time study, motion 
study, micromotion analysis applied to machine de- 
sign, synthetic time standards, plant layouts, statis- 
tical quality control, ratio delay, multiple correlation, 
and similar techniques. These are the tools that are 
readily available for the industrial engineer or any 
member of industry which can be used in the solution 
of everyday problems in the industry. 

First, was time study. In addition to providing a 
means for determining a fair day’s work for a fair 
day’s pay, it also can be used for figuring costs; and 
it is a means, or a partial means, of production plan- 
ning or machine scheduling, if properly used. 


USE OF MOTION STUDY 


Motion study provides a means of studying the 
operations to increase individual productivity, and 
minimize effort, reduce fatigue, or improve an opera- 
tion by studying each of its elemental parts. Micro- 
motion is a little more complicated. If there are in- 
dustrial engineers here, they will know what I am 
talking about. It is nothing more than taking motion 
pictures of an operation at a thousand frames a min- 
ute, analyzing the film, a frame at a time, and record- 
ing what the right hand does and what the left hand 
does. Out of that study, a new method or a new ma- 
chine may be developed. 

To illustrate this, we had a little problem at the 
Kodak plant: the job of assembling amateur roll film. 
It is nothing more complicated than any job you 
might have at your own plant. There is a piece of 
paper, some film, a metal reel, and some pasters. Our 
problem was to put these things together so it can be 
sold to the customer. 

Let us give you a little data on the subject. Let 
us assume that, in 1900, our pay rates were 100 as an 
index figure. In 1948, we found that they were 800, 
an increase of eight times over 1900. We took a look 
at our productivity and found that our output had 
increased only 450% over the year 1900. 

When we looked at those two figures, we realized 
immediately that pay rates were no longer in the 
same proportion to productivity; so we had to go to 
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work on this job. We made a micromotion analysis, 
working with our machine designers to develop an 
assembly machine which increased productivity over 
the year 1900 by 3,000%, which in this particular 
case meant that even though rates were 800% more 
in 1953 than they were in 1900, the unit cost of put- 
ting this product together was less than in 1900. 

These are illustrations of operations research as a 
tool for cost cutting. Micromotion is within the 
visible spectrum. We do this every day. 

Statistical quality control is one of the other tools 
I mentioned. One phase consists of statistically de- 
termining the size of the sample to be taken to assure 
a certain quality level of the whole lot or population, 
and the attendant risks involved of either rejecting 
a good lot or accepting a bad lot. 

Just within the last few years statistical quality 
control became a part of the visible spectrum, and is 
a tool that we can see, understand, and apply every 
day in our business. We know it reduces costs. 

As for this thing we call multiple correlation, it is 
a statistical technique for mathematically and quan- 
titatively linking measured cause with measured ef- 
fect. It is the problem of taking cause factors and 
developing a mathematical formula to arrive at an 
estimated value of the effect related to the causes. 

Now to see what that is and how we use it, let’s 
talk about a little problem. We have in Kodak Park 
an automatic telephone system, consisting of about 
2,000 lines and 3,000 phones. We wanted to be able to 
predict our future telephone traffic load so that at no 
time would we have a shortage of telephone equip- 
ment. 


MEASURING THE FACTORS 


There is quite a time lag between our placing an 
order for additional equipment and the time it would 
be received, amounting to perhaps a year and a half 
or two years; so we had to do some predicting. What 
we did was to identify the measure of traffic, and then 
select a number of factors that caused this measure 
to change. Some of them were: (1) the number of 
people in our staff and supervision, who in our organi- 
zation are the people who make a lot of telephone 
calls; (2) the plant area, how much floor space is 
used, how many buildings are we occupying; (3) a 
production index, that is the level of planned produc- 

‘tion activity, or how much business are we going to 
do; (4) unusual hours for construction of both build- 
ings and equipment, which means that our engineer- 
ing division has to make telephone calls to production 
people, and to suppliers. All of these things create 
telephone traffic load. 

Next we set up these factors in a mathematical 
formula, with the idea that our estimate of telephone 
traffic would be within plus or minus 4%. This was 
done in 1951. After we had worked it out and applied 
it to forecast 1952 traffic, we found that we were off 
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only one and seven-tenths per cent. Now we are in 
a position to tell our management for some time in 
advance how much equipment will be needed with a 
reasonable degree of accuracy. 

The last two things that I talked about, quality 
control and multiple correlation, only recently have 
been applied to industrial problems and are now a part 
of our visual spectrum of mental comprehension. I 
do not want to get into the physics of light waves or 
anything like that, but I would like to mention that, 
beyond what we see and extending in both directions, 
are wave lengths that we cannot see. I would like 
to use this visible and invisible electromagnetic spec- 
trum and bring it to bear on our understanding of 
this thing we call operations research. 

Operations research is composed of a number of 
things: all these things that I have mentioned, plus 
a few more, such as queuing, linear programming, 
game theory, decision theory, and search theory. 
Those things are outside of what we as industrial 
engineers can now see. But we know they have an ap- 
plication if we can find out how to use them and make 
them a part of our kit of tools, just the same as we 
have time study, motion study, statistical quality 
control, and all of those things we talked about. 

Let us consider queuing, for example. What is it? 
The queuing problem exists whenever demand—and 
this is something for the production control men— 
temporarily exceeds capacity. Most businesses can- 
not feasibly provide for all peak demands, but they 
must provide some excess capacity over average de- 
mand to give service. They must then balance the ad- 
ditional cost of the added capacity against the ulti- 
mate cost of not being able to provide adequate ser- 
vice. 

In our plant we have many queuing problems. Here 
is one of them. You men probably have taken Koda- 
chrome 35mm pictures. You then send them to us 
for processing and we send them back as little slides 
for projection at home. 


QUEUING PROBLEMS 


But when do you do it? You do it in the summer- 
time, for the most part. You do it when you are on 
vacation or at Christmastime. You do it on nice 
sunny days. People are exposing color film on a mass 
production basis right now at the Coronation, and we 
expect a lot of problems from that a little later on. 
There demand temporarily exceeds the capacity. How 
far should we go in providing adequate facilities to 
provide for this span of requirements? This is a 
queuing problem—each roll of film waiting in line to 
be processed. 

Here is another problem which you probably have 
in your plant, too. We have many employees waiting 
to see doctors in our medical department. How many 
doctors should we have, and how large a medical de- 
partment? 
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Products in process waiting to have an operation 
performed on them by a machine or a group of ma- 
chines to help them along their way to the customer 
constitutes a queuing problem. We don’t know how 
to solve it, but we are going to find out. 

Then there is linear programming. There are sev- 
eral things we are always striving to do in every busi- 
ness. I think you can see them yourself in yours. We 
want to maximize or minimize something. We want 
to reduce cost, increase profits, or reduce layoffs. 
When we want to reduce something we try to mini- 
mize it; when we want to increase something, we try 
to maximize it. Usually, we wish to take into account 
certain relationships that can be stated exactly, such 
as “total production time equals standard time per 
unit times the number of units.” This gives us an 
equation which is relatively simple to deal with. 


THINGS THAT CANNOT BE SEEN 


There may be other conditions, however, which 
cannot be stated exactly. These usually take the form 
of restrictions or limitations on some of the variables 
to be considered. For example, we must produce no 
less than 1,000 units of a product for reason of sales 
policy, or we cannot exceed a weight of 15,000 pounds 
on a certain carrier. These give us inequations. A is 
greater or less than B. Inequations must be handled 
with a little more finesse than that required for equa- 
tions. Here is a problem we have in our own plant 
that we are trying to solve. In one of our production 
departments we have the job of taking large rolls of 
sensitized paper, cutting it up into sheets or smaller 
rolls and packaging it for sale to the consumer, who 
will make prints from a photographic negative. 

A recent development brought into the picture a 
number of automatic machines for processing sensi- 
tized paper. What products should be run on those 
automatic machines? How long a run should we 
make? Because our products are dated to show usable 
life, what are the risks of having obsolete inventory? 
How much storage space do we need? Can we bal- 
ance the economies to be achieved through long pro- 
duction runs against the increased inventory costs? 
We are curently working on that problem. 

Now Id like to refer to operations research as the 
“x” area in the spectrum: the things that we cannot 
see or can only begin to make out. We are studying 
that “x” area, and here is what we are doing about it 
as a company. We have contacts with university 
people, such as Professors Cooper and Charnes of 
Carnegie Tech. We are attending conferences such 
as those that are held at Carnegie Tech, and Case 
Institute. We brought in a man from the University 
of Rochester to teach some of our engineers the fun- 
damentals of advanced mathematics, such as matrix 
algebra and game theory, so that we can make it a 
part of our kit of tools. We are collaborating with 
other companies and exchanging information that 


may help all of us to broaden our mental horizon in 
the “x” area. 

We are making haste slowly. We are not going to 
start at any faster pace than we can maintain. We 
are trying to eliminate the jargon, and after working 
out the problem, to give the answers in layman’s lan- 
guage so that everyone can understand them. One 
of the long steps in the development of a new area is 
to relegate it to a proper perspective and classify 
it among those things already known. 
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I. Taxes in Historical Perspective 


By Kenyon E. Poole 


Professor of Economics, Northwestern University 


AM ASSUMING that everyone here knows as 

much about taxes in recent years as I do. For 
that reason, I am going to talk a bit about some 
things that occurred earlier, of which experience today 
might be regarded as an extension—things that per- 
haps are not quite so well known. 

Taken as a percentage of national income, total 
federal, state, and local spending has risen from 13% 
in 1929 to 24% in 1939, and to over 30% in 1952 
and 1953. Unless deficits are incurred, this prodigious 
rate of public spending must be covered by taxes. 
Earlier this year it was estimated that federal tax rev- 
enues would reach about $70 billion during the next 
fiscal year. With state and local taxes, this would 
bring the total to approximately $90 billion for all 
levels of government. 

When taxes take nearly one third of the present 
high level of national income, it is natural that the 
public should become restive. Taxpayers question the 
need for such a large volume of taxes, and would 
like to see the burden substantially reduced. They 
also fear the economic consequences of a further in- 
crease in the proportion of national income that flows 
to the federal, state and local governments. Some 
idea of the likelihood that taxes can be held at their 
present levels, or substantially reduced, can be gained 
from a brief consideration of historical perspectives. 

Obviously, it is necessary to observe trends in 
public expenditures, and in the attitude of the public 
toward expenditures, if we are to be in a position to 


This and the following paper by David McCord 
Wright are two of those delivered at The Confer- 
ence Board's special conference on "Prospects for 
Federal Taxes" held at the Hotel Astor, New York, 
on April 16, 1953. In view of the interest in this 
subject, a condensed version of the proceedings 
and of the remarks of the twenty-eight speakers who 
participated will appear in a forthcoming edition 
of The Board's "Studies in Business Economics." As 
is customary, various points of view from govern- 
ment, business, academic, and other fields were 
represented at the conference and do not neces- 
sarily reflect the point of view of The Conference 
Board. 
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evaluate the future in terms of the behavior of the 
fiscal system in the past. The central issue upon 
which fiscal history sheds light is the question whether 
it is within the power of the three levels of govern- 
ment to reduce expenditures. Only if this power 
exists is there any point in going on to the further 
question of whether it is considered desirable to re- 
duce them. 


THEORY OF FEDERAL SPENDING 


Until the depression of the Thirties, a large meas- 
ure of agreement existed in the ranks of both major 
political parties that government spending ought to 
be held to a minimum. From the earliest years of 
the Republic (with the notable exception of Alex- 
ander Hamilton, who favored increased federal ex- 
penditures as a means of enhancing the economic im- 
portance of the central government) , major figures of 
both parties deplored any substantial rise in federal 
spending. 

Thomas Jefferson, and later Jackson and still later 
Cleveland, subscribed to this view, although Jackson 
favored a high level of spending by the states. Still 
later, during the Twenties, a succession of Republican 
administrations likewise worked for a return of the 
fiscal role of the Federal Government to its so-called 
normal or pre-World War I level. (Notice the defini- 
tion of “normal.” It is something that looked good 
in the past.) 

Yet despite this attitude on the part of the politi- 
cal leaders, the trend of spending by all levels of gov- 
ernment has been upward. The reasons for this up- 
ward movement in taxing and spending, which has 
taken place in spite of a professed desire for economy 
in government, are complex; but they add up to a con- 
clusion that must be discouraging to many people. 

It is apparent that not a great deal could have been 
done to prevent the rise in taxing and spending that 
has been experienced up to the present time. I said 
“not a great deal”; I didn’t say that “nothing could 
have been done.” This statement holds not only for 
military spending, which accounts for over three 
fourths of federal spending in fiscal 1954, but for non- 
military spending as well. 

A large part of the present dissatisfaction with the 


level of taxes stems from a general lack of appreciation 
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of the nature of the events that have necessitated 
the increase. This failure to comprehend the political 
and economic background of the fiscal situation could 
hardly have been avoided in view of the complexity 
of the secular changes in the American economy. 

One of its manifestations has been the circumstance 
that federal expenditures, for example, have often 
risen sharply during the administration of presidents 
known to be opposed to such rises. This phenomenon 
goes back a long way. Although Jefferson strongly 
opposed intervention in the economy by the Federal 
Government, the Louisiana Purchase was made during 
his administration. Again, the Cumberland Road 
was begun in 1806 in response to the urgent demands 
of the Eastern states for the opening of the West. 
Personal philosophies had to give way to the rush of 
events in a highly dynamic society. These dynamics 
have continued and have become accelerated. 

Jackson’s opposition to federal spending was over- 
ridden by the pressure for public works to open up 
the West to trade and commerce. These undertakings 
were beyond the powers of either private enterprise 
or the states. The rise in public spending was held 
to relatively modest proportions up to the Civil War, 
but thereafter the increase was marked. 

The need for reconstruction after the Civil War 
lessened public hostility to federal spending. The 
necessity for a greater measure of public control as 
the economy rapidly became industrialized made in- 
creased federal and state spending inevitable; and 
the experience with a whole battery of new types of 
taxes during the Civil War awakened a realization of 
the potentialities of the economic role of government. 


CONCEPT OF GOVERNMENT CHANGED 


When tax comparisons are made, we often think of 
the period just prior to World War I, when public 
expenditures accounted for around 7% of national 
income, as a golden age of private enterprise to which 
at least a partial return might be made. But the 
entire period from the Civil War to 1914 was one of 
increasing real, that is, price-deflated, federal, state, 
and local spending and taxing. 

There was a new conception of the role of central 
governments both at home and in European countries. 
Evidences of the change in the attitude toward public 
spending, and presumably toward taxation, were to 
be found in the general enthusiasm for the Spanish- 
American War, the building of the Panama Canal, new 
federal controls over business and economic life in 
general, measures for the protection of labor, and 
interest in the Navy and in the tour of the Great 
White Fleet. 


The fact is that the low proportion of national 
income accounted for by government spending and 
taxing in the period before World War I is misleading, 
though crude current-dollar or per capita figures 


would be even more misleading. When national in- 
come is rising, a constant ratio of taxes or spending 
to national income means that taxing and spending 
themselves are rising. Although tax rates do not have 
to be increased, since revenues are rising automatic- 
ally with rising national income, and the public is 
therefore not consicious of an increase in the tax 
burden, nevertheless tax rates that might have been 
reduced remain as high as before. The fixed tax rates, 
in other words, permit government to share automatic- 
ally in the growing real national income. 

I am speaking of a fixed tax receipts-national in- 
come ratio. If this ratio were to stay constant in a 
growing country, government spending and taxing 
(that is, tax receipts) would be increasing abso- 
lutely. 

My emphasis has been on the period prior to the 
First World War, not primarily for its own sake but 
because it provides a basis for a better appreciation of 
the continuance of the rising trend of taxes after 1920. 
The ratio of taxes to national income after the First 
World War never fell to the prewar level. In part, 
this was due to the war-connected spending which 
could not be quickly reduced; for example, aid to 
veterans, and interest on the public debt. 

But along with these expenditures went new types 
of spending which had never been important before 
and which must be regarded as permanent additions 
to the complex of public economic activities. At the 
federal level these comprised expenditures to further 
the interests of business, to encourage the merchant 
marine, agricultural subsidies, and the construction 
of dams and power installations. 

The greatest increase in expenditures, however, dur- 
ing this period, was at the state level. This was the 
era of the state road, state police forces, improved 
health facilities, and the building of plant and equip- 
ment for state institutions. Again, the greatest period 
of spending by the localities was the Twenties, par- 
ticularly for modernization of the public school 
system. 


THE TAXPAYER HAS ASKED FOR IT 


It cannot be stated too strongly that the thirty- 
year period of rapidly increasing federal, state, and 
local spending and taxing was entered upon with the 
full approval of the taxpayer. It had seemed obvious 
that the kind of society that the public desired neces- 
sitated a great increase in the participation of all 
levels of government in the economic life of the nation. 
But a situation was imminent that would ultimately 
lead to a reversal of the attitude of the public toward 
taxation, if not in its desire for increased government 
services. 

This event was the tremendous increase in the pro- 
portion of national income accounted for by taxes 
when depression slashed the revenue base without 
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substantially affecting the revenue requirements. In- 
deed, public spending for relief at all levels of govern- 
ment had to rise. Thus the proportion of taxes to na- 
tional income rose during the depression, because the 
denominator dropped and the numerator did not drop 
so much as the denominator. 

The ratio of government spending to national in- 
come had exceeded 25% by 1933, and the major 
reason was the inability of government to reduce its 
spending along with the decline in national income. 
The public was forced to learn a lesson—that large 
segments of modern types of public spending cannot 
easily be curtailed merely because national income 
falls. An administration finds it difficult to curtail 
subsidies or social programs without running the risk 
of political defeat. To the extent that this is so, re- 
sponsibility for a rising ratio of taxes to national in- 
come rests with the voter, though at a given moment 
his freedom is indeed greatly circumscribed by deci- 
sions made by earlier generations of voters. 


PUBLIC vs. PRIVATE SPENDING 


Surely it is a failure to understand the implications 
of this circumstance that is responsible for a consider- 
able measure of the general dissatisfaction that is felt 
with respect to the level of taxes at the present time. 
The services provided by government are taken for 
granted. They are part of a way of life that is ac- 
cepted as a datum. But the taxes must accompany 
them, and when a national emergency adds further 
to their burden, the cry is raised that government has 
come to usurp the prerogatives of the private sector. 

Certainly the conclusion thus far would seem to be 
that unless the public alters its decision on the rela- 
tive desirability of public and private output, no 
important reduction can be expected in the ratio of 
taxes to national income; and, indeed, a further in- 
crease may be expected. 

But this is not the whole story. There is no ques- 
tion that those critics are right who argue that a 
considerable amount of water can be squeezed out 
of the federal budget, if not out of the budgets of 
the states and localities. A popular estimate a few 
months ago was that $5 billion could be eliminated. 
Skeptics, however, doubted whether savings could 
exceed $2 billion or $3 billion. The waste is there; 
the question is how to eliminate it. 

One a priori ground for believing that government 
spending has risen to an extent greater than neces- 
sary is that the rate of increase in public spending 
during the last two decades has been such that a cer- 
tain momentum has been achieved which tends to 
deaden the responses of both the public and its elected 
representatives to the significance of further increases 
in public spending. 

Another aspect of waste is the empire building by 
public agencies that becomes a significant factor once 
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their operations have reached a certain level. Further 
expansion of these agencies, though not necessarily in 
the public interest, is found to be in the interest of 
the agency itself. Again, after twenty years or more 
of steady expansion, it is highly probable that much 
inefficiency and waste has crept in. 

Unfortunately, the task of searching out these ele- 
ments of waste one by one is almost an impossible 
one. The alternative of imposing horizontal reduc- 
tions on agency budgets suffers from the disadvantage 
that needed services may be curtailed while the waste 
remains. This is not the place to go into the problem 
of federal budgeting, but the point may be made that 
the elimination of waste in government spending is a 
slow, painstaking job, which requires the building up 
of effective cooperation between the Bureau of the 
Budget, the agencies, and Congress. 

Granted that a reasonable proportion of waste were 
to be eliminated, can it be said that the complaints 
of taxpayers against present high rates of taxes would 
be stilled? This question must be considered in the 
light of the contention that by far the greater pro- 
portion of government expenditures is not subject to 
reduction. 


FEDERAL vs. STATE AND LOCAL TAXES 


On the whole, there is little sentiment in favor of 
reducing state and local expenditures and taxes. The 
goods and services provided by these levels of govern- 
ment are apt to be rather closely associated in the 
minds of taxpayers with taxes required to finance 
them. This appreciation of the financial problem of 
the states and cities is enhanced by the knowledge 
that large federal grants to the lower levels of govern- 
ment are required in order to enable them to furnish 
the services expected by the taxpaying public. 

The public attitude toward federal spending, how- 
ever, is different. Even if waste were eliminated, it 
is safe to say that complaints would still be directed 
against the current level of federal taxes. 

There are a number of reasons for this. One of the 
most important is that much federal spending directly 
benefits special groups alone, and only indirectly the 
population as a whole. Since we tend to think mainly 
in terms of the direct benefits, it is easy to jump to 
the conclusion that tax rates are excessive in relation 
to the services provided by government. 


Another reason is that a significant proportion of 
federal spending is directed at objects which do not 
enjoy universal approval. Foreign aid, agricultural 
price support during a period of prosperity, informa- 
tion and other services to business, special postal rates 
on advertising, ever more liberal payments to vet- 
erans—these and many other examples come to mind 
when illustrations are wanted to support the argu- 
ment that federal spending and taxing are excessive. 


Still another reason is that the heavy reliance on 
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income and profits taxes under the federal tax sys- 
tem—in fiscal 1952, it was $51 billion out of net re- 
ceipts of $62 billion, or 84%—makes the more articu- 
late segment of the public extremely conscious of the 
tax burden. Without considering the question of its 
equity or its economic effects, the introduction of a 
federal sales tax would tend, by relieving the weight 
of income and profits taxes, to disperse criticism over 
a wider area of taxes and might well result in a less- 
ening of the volume of complaint. 

Allied with the criticism that unduly heavy use is 
made of income and profits taxes is the argument that 
high-rate taxes on corporate and excess profits tend 
to propagate price inflation by permitting firms to 
finance unnecessary or even wasteful expenditures 
with so-called cheap dollars, the Federal Government 
paying the greater part of the cost through foregone 
revenues. 


SOME OPPOSING ARGUMENTS 


In recent months much has been made of the sug- 
gestion by an Australian economist that a substantial 
increase in current high rates of tax is likely to result 
in price inflation, thus not only producing unfortunate 
distortions in the distribution of income, but also 
tending to nullify the revenue effects of the higher 
rates.1 

The widespread rejection of Clark’s thesis, that 
there is a ratio of taxes to national income which can- 
not be exceeded because of counteracting forces set 
up by the rise in tax rates themselves, makes it 
unnecessary to discuss the issue here.? But it is of in- 
terest to compare this contention with that of busi- 
nessmen who argue that if income and profits tax 
rates are lowered, the favorable effect on the induce- 
ment to invest will raise national income. If they are 
right, then at full employment a reduction in tax rates 
would lead the country into inflation, since an expan- 
sion of real investment, as opposed to money invest- 
ment, would be impossible. 

It is difficult to believe that both an increase and 
a decrease in tax rates would cause the ratio of taxes 
to national income to decline. The fact is that, within 
a broad range of rates, the effect of changes in the 
ratio of taxes to national income on the relation 
between the flow of purchasing power and the flow of 
goods and services—and therefore on prices—cannot 
easily be ascertained. So many factors operate to 
affect the level and direction of spending on the one 
hand, and the size and the mix of goods and services 
offered for sale on the other, that the tax effects alone 
can be isolated only when the ratio of taxes to national 
income has become far higher than has yet occurred. 

In conclusion, this brief survey of historical per- 


1Celin Clark, “The Danger Point in Taxes,” Harper’s Magazine, 
December, 1950. 

*See, for example, the testimony of Walter Heller, Hearings, Joint 
Committee on the Economic Report, January, 1952, pp. 315-325. 


spectives ought to evaluate the possibility that the 
rising trend of public expenditures can be reversed 
in the foreseeable future. It has been popular to 
maintain that 85% or 90% of the federal budget 
consists of fixed charges plus irreducible military ex- 
penditures; and that out of the remaining $10 billion 
or so very little could be removed without impairing 
essential government services. 

This view begs the question. We have seen an ex- 
ample of the contrary in the stretchout of military 
output in recent months, which indicates that military 
expenditures are irreducible only so long as Congress 
and the Administration are convinced that they 
should not be reduced. 

Expenditures on international security are in a 
similar position. Indeed, the impetus to a reduction 
here could come from across the water if Russian 
pressure on the reluctant European partners were to 
be substantially reduced. Our rapid demobilization 
after 1945 was a painful example of the ease with 
which federal expenditures and tax rates can be re- 
duced when the pressure is momentarily relaxed. 

Subsidies and transfer payments, on the other 
hand, are not easily subject to reversal. Their real 
burden can be reduced, however, through price in- 
flation—a device that has served in the past to lessen 
the tax burden of financing interest payments on the 
national debt—at least in some countries. 

Finally, it seems reasonable to state that at present 
levels of taxation complaints are based primarily on 
the structure of the tax system rather than upon the 
proportion of national income that is accounted for 


.by total government spending and taxing. 


Economic Notes 


Capital Investment in Sweden 


“Gross capital investment in Sweden since the end of 
World War II has absorbed about 28% or 29% of the na- 
tional product,” according to News from Sweden. “During 
the period 1946-52, capital expenditures totaled approxi- 
mately SKr40 billion (US$7.7 billion): about 43% was in- 
vested in private industry, 33% in defense installations, 
highways, public power plants, etc., and 24% in housing. It 
is estimated that expenditures in 1953 will be about SKr12 
million, some 3% or 4% more than in 1952. A slight decrease 
in the private sector, owing to declining investment in ma- 
chinery, will be more than compensated for by an expansion 
of both governmental and municipal construction.” 


Belgium's 1952 National Income 


“Belgium’s national income, as estimated by Professor 
Baudhuin, was Bfr305 billion in 1952, an increase of 3% 
over the 1951 figure (Bfr296 billion). In view of the fact 
that retail prices in 1952 increased by an average of only 
1%, the 1952 real income appears to have been somewhat 
higher than in 1951.” 
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Il. Will the Businessman Work on Love Alone 2 
By David McCord Wright 


Professor of Economics, University of Virginia 


HAT I want to talk about is not tax reform 

programs but the assumptions behind these 
programs. Most of the other speakers have, I believe, 
assumed that in the present state of the world, saving, 
enterprise, and risk-bearing are desirable activities 
which should be encouraged. They have further 
assumed that in order to encourage them we should 
pay for them. And some have suggested that our 
present double taxation of dividends is an important 
discouragement to venture and to equity capital. 
Again it has been said—for example, in my “Democ- 
racy and Progress”—that a highly progressive income 
tax is a tax on the opportunities of the poor and a 
very powerful force toward making American life less 
fluid, less active, and less democratic. 


CONCERNING INCENTIVES 


I certainly share all these views. But in trying to 
put them across I have more and more run into a 
new school of writers who claim, or are said to claim, 
to prove “statistically” that incentives are unneces- 
sary, that the harder you tax the businessman the 
harder he will work; and that, as far as opportunity 
and social fluidity are concerned, well, the American 
“rags to riches” myth is mostly bunk anyhow. 

Concerning incentives we may begin with a very 
moderate and tentative statement by Professor Sum- 
ner H. Slichter, Lamont University Professor at Har- 
vard, appearing in the Saturday Review of Literature 
for April 4, 1953 (page 24): 

“Tf the desire [by management] for a good profit 
record is as strong and stubborn as it seems to be, 
this is a fact of great economic significance. It ex- 
plains why high taxes on profits may even be stimu- 
lating rather than discouraging [to business] . 
the subject has at least been pretty well opened an 
- by the work of Kenneth E. Boulding, Thomas H. 
Sanders, and others.” 

In addition to Professor Slichter’s statement, I 
should like to refer you to “The Effects of Taxation on 
Executives,’ by Thomas H. Sanders, edited by Dan 
Throop Smith and published in 1951 by the Harvard 
Business School. Again, regarding whether or not 
there has been much “rags to riches” in American 
life, I shall discuss “Men in Business,” edited by 
William Miller and published in 1952 by the Harvard 
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University Press for the Harvard “Entrepreneurial 
Research Center.” 

Let us first begin with the Sanders book and the 
problem of incentives. Professor Walter Heller of the 
University of Minnesota, in a number of appearances 
before various Congressional committees, has said 
that Sanders’ “Effects of Taxation on Executives” 
proves that executives do not need any particular 
incentive—that they work harder if you tax them 
more. 

What I am going to talk about here is the facts. 
For it is facts, I submit, in which we should be inter- 
ested. If there really is a responsible statistical 
study which proves that people don’t need any in- 
centive, then, speaking most sincerely, I’ll retire, re- 
write all my books, and shut up. But until such 
claims are proved by responsible statistical studies, 
if they can be proved by such studies, I shall continue 
to teach the same doctrine. You will see, however, 
how important it is to know why the factual basis 
of those so-called statistical proofs is not sufficient 
to support the claims often made from them. 


NOT A SCIENTIFIC SAMPLE 


Now, in the first place, Sanders’ book is not a 
scientific sample. If you know anything about the 
theory of statistics, you know that to have an ade- 
quate scientific sample you have to select rather care- 
fully the “population” from which your sample is to 
be drawn so as to avoid bias, etc.; and then, if 
possible, to draw from the population a good “ran- 
dom” selection. But Sanders’ book is merely a write- 
up, heavily edited, of a somewhat haphazard collec- 
tion of interviews. It therefore may have historic, 
literary, and persuasive value, but does not meet 
the strict requirements of a conclusive scientific 
statistical survey. 

In the second place, if you read the book with the 
eye of a lawyer and not a propagandist, you see that 
even on its own terms it does not justify the sweep- 
ing claims often made from it; but, on the contrary, 
contains many statements conflicting with those 
claims, and explaining deterrent effects upon business 
enterprise. It is only in the summary and certain 
other places that you find the very incautious lan- 
guage which has been seized upon and magnified out 
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of all context by people who are very anxious to 
prove that incentives are unnecessary. 

Even, however, taking the interpretation of the 
book which Heller and others have given it (though 
that interpretation does not seem strictly warranted) 
and assuming that the book does say that, by and 
large, the effect of income taxes on executives has 
not yet been serious, and waiving the statistical point, 
I still think that there is one enormous hole left in 
the argument. 

To evaluate this weakness, let me go back for a 
minute to the work of Professor Kenneth Boulding, 
whose writing was mentioned by Dr. Slichter. Bould- 
ing did, it is true, write a brief article called “The 
Incidence of a Profit Tax” in the September, 1944, 
issue of the American Economic Review. But Bould- 
ing made no factual statement one way or the other, 
to my knowledge. What he gave instead was an 
analytical study in which he showed that if the busi- 
nessman was of the type who was absolutely deter- 
mined to maintain his standard of living and to amass 
a fortune, it might be that putting a heavier tax on 
him would make him work harder. On the other 
hand, if he were of the type who preferred hobbies and 
leisure, then he would not work harder but less. In 
other words we can’t make a general statement; it 
depends on what kind of a man he is. Boulding fur- 
ther pointed out that there is not merely a question 
of profit or loss, but also a choice between doing 
something or not doing anything. 

These two observations give the necessary back- 
ground for our analysis. First, what choice you make 
depends on what kind of man you are. Next, there 
is not merely a choice between profit and loss but 
between action and nonaction. How do these prin- 
ciples affect our problem? There are two forces op- 
erating and both are bad. In the first place, the 
highly progressive income tax is a terrifically heavy 
tax on extra effort. How hard do you have to work, 
not to maintain routine income but for the eztra 
dollar? That is the real question. But our society 
heavily penalizes the man who aims at better-than- 
average economic performance. This is bad enough. 
In addition, we have increasingly throughout our 
colleges a whole gang of sociologists, psychologists, and 
humanities professors, plus many economists, who 
teach that the desire for achievement is not merely 
stupid but actually immoral. Passivity and dille- 
tantism, to put it mildly, would seem to be the high- 
est virtues under this outlook. 

I have summarized this modern “culture concept” 
in the following paraphrase of Longfellow’s “Psalm 
of Life”: 


“Let us, then, be down and sleeping, 
Never care about a goal; 

Other men the watch are keeping 

We should worry; let her roll!” 


That is what is being taught in the colleges as be- 
ing the essence of wisdom—and you have plays like 
“Death of a Salesman,” and all the rest of it. The 
whole idea is that you are stupid and silly to try to 
accomplish anything very much. So, on the one hand, 
you have youth being indoctrinated with the idea 
they are damn fools to work, and, on the other hand, 
you have a set of taxes that prove to them, if by 
chance they do work, that they ave damn fools for 
having done so! 

Now, in the light of that, I want to read something 
of what is actually in Sanders’ book (page 75-76): 


“An interesting note was sounded by a number of ex- 
ecutives, especially self-made executives, when they came 
to reflect upon the problems and attitudes of ‘the younger 
generation’ in the persons of their own children and those 
of their friends. They have some disposition to believe 
that their sons will never have the same opportunities 
that they themselves had as young men. This of course 
is an old idea, the validity of which turns in part upon 
the definition of ‘opportunities.’ Certainly the opportunt- 
ties of the future will not consist of the same activities in 
the same fields as those of the past, nor of the same re- 
wards. Another form of the same parental concern arises 
when fathers observe the minds and talk of their children, 
and note that they are not occupied with work, progress 
in business, making money by building up great industrial 
organizations, as they themselves were thirty years ago, 
but rather with the good life, good living, and forms of 
social service. . . .” (italics added) 


This is a very interesting bit of reasoning and 


deserves careful thought. But before we start ex- 


amining it, let me state the two main points which I 
will be trying to prove. My main points are, first, 
that the highly progressive income taxes are crippling 
business opportunity. My second point will be that 
even if Sanders were right in saying that present ex- 
ecutives are now working just as hard or harder in 
spite of taxes, the “enormous hole” in this argument 
is that it is based upon observation largely of men 
whose ideals and living standards were formed before 
the present tax structure was put into effect. But the 
younger men—my age or younger—tend to feel, I 
submit, quite differently. Bearing these points in 
mind, let us go back to the passage from Sanders. 


EXISTENCE OF BUSINESS OPPORTUNITY 


First of all, it is one thing to say that the destruc- 
tion of capitalistic opportunity is a good thing, and 
another thing to say that it doesn’t exist. To be sure, 
if you eventually destroy the opportunity to found a 
new industrial dynasty, that still leaves the oppor- 
tunity to dig for cabbages in the garden. Or if you 
want to be a Yogi, there is still the opportunity to go 
in for mystical meditation even if the opportunity to 
achieve an independent business career has been lost. 
But that is not the same thing as saying that the op- 
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portunities for industrial growth are not being tre- 
mendously cut down. And the passage quoted does 
impliedly concede that business opportunity is being 
reduced. 

Furthermore, the passage concedes my second point. 
For it says specifically that executives often find their 
sons are not as much interested in making money or 
in work; “rather” they are interested in the “good 
life.” Incidentally, I am somewhat surprised that a 
business school of all institutions should release a 
book in which the “good life” is apparently thought 
of as being in some way necessarily opposed to work! 

Now, it seems to me—if I may only observe my con- 
temporaries—that more and more people are deciding, 
in the light of taxes, that the game is not worth the 
candle. I see in our law schools young lawyers who 
were making an extremely high income in New York, 
and yet come back to teach law because they didn’t 
think the net return of their practice was worth the 
trouble. The older men may stick in hectic business 
or professional life under present taxes, because, al- 
ready caught in the rat race, they may still work 
hard in order to keep their accustomed standard. The 
younger men, I believe, will increasingly just say 
“What the hell!” 

The essential point is this: because some men will 
do some work without incentive, can we say that as 
many men will do as much or as risky work as with 
incentives? I see no evidence in Sanders’ book which 
would serve to rebut conclusions that follow from 
every possible form of ordinary, common-sense reas- 
oning. Where is the incentive, on average, for that 
extra bit of work, that extra dollar? 


THE HORATIO ALGER STORY 


Let me turn to Miller’s “Men in Business.” What 
Mr. Miller was interested in doing was playing down 
as much as possible the whole Horatio Alger “rags 
to riches” idea. Now Mr. Miller also has some sta- 
tistics. What are they? Again we find little that 
meets the standards of scientific sampling. By and 
large, his work represents a loose agglomeration of 
those genealogies which were available. 

It is noteworthy that in the essay on the recruit- 
ment of the textile business elite in the 1870’s only 

one “Southern” businessman is listed—and he, I be- 
' lieve, was born in New England! If you know any- 
thing about the social history of the United States— 
and I presume I can count the South as part of the 
United States—you will notice that around the ’70’s 
there was an emergence of a number of new industrial 
families in the South, in the textile industries, built 
up very largely by local management and to a con- 
siderable extent by local capital. But I believe re- 
search will discover that a considerable number of 
these people come, not from “roses and white col- 
umns,” but from the small shopkeeper class. Now, 
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to omit the Southern development seems to me 
highly unscientific. 

There is, however, a further gimmick in the sta- 
tistics in the Miller book. To count as a successful 
businessman in the essay on the 1870’s it is laid down 
(page 195) that a man must be the head of a concern 
of capital varying from $600,000 to $38 million, 
depending on the type of concern—which is consid- 
erable money for that period. But here is the catch. 
To count as a businessman for “ancestral” purposes 
—that is, to decide whether a “successful” business- 
man (as defined above) was the son of a businessman 
—then the term businessman is extended to include 
anyone vaguely connected with commercial life; 
for example, the supercargo of a canal boat, a peddler, 
the owner of a country store, and so on. 

Thus, if a boy were born in some terribly impov- 
erished town in upper Georgia, let’s say, and his 
father ran a small crossroads store, and the kid 
managed to hitchhike his way to New York, or ride 
the rails to New York, and there succeeded in mak- 
ing a lot of money, he would show up in Miller’s 
statistics not as an example of “rags to riches” but 
as the son of a “businessman,” and (by inference) as 
an example of “inherited privilege.” How can this 
sort of thing possibly be called scientific? 

Of course the “rags to riches” myth has often been 
exaggerated. But I believe I have shown that sta- 
tistics on the other side have been just as exaggerated 
in their way and contain hidden biases. And if, as it is 
said, American life is becoming more stratified and 
bureaucratic, is not one of the important reasons for 
that the effect of our highly progressive taxes them- 
selves? 

The thing for which I am putting in a plea is that 
the businessman not cut his own throat. Of course, 
I don’t advocate suppressing or fudging genuinely 
scholarly work. “For here we are not afraid to follow 
truth wherever it may lead,” said Jefferson. But I 
think it only right that the business community ask 
that those who study it do really follow truth; and 
that claims put forward as having scientific authority 
should conform to scientific standards. 


MORE ON INCENTIVES 


I want to make two final remarks on this question 
of incentives. I have just finished writing a review 
of the “New Fabian Essays,” a book published by 
Frederick A. Praeger (New York) in 1952—a book 
which I recommend highly because, although the 
book was intended to be a new rallying cry for Brit- 
ish socialism, it is actually an astounding series of 
confessions concerning the number of things that 
socialism will not do. 

There were two things in it that particularly struck 
me. One was an essay by Mr. Crosland in which he 
pointed out that, though incomes in the United States 
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were more unequal than in England, somehow the 
United States nevertheless managed to have much 
less class feeling and more social solidarity than Eng- 
land had. And then I went on to read an essay by 
Mr. Jenkins in which he admitted that the “United 
States has been as much ahead [of England] in 
equality of opportunity as it has been behind in other 
facets of progress toward equality.” And I thought: 
“Well, Mr. Jenkins is going to give us a good word.” 
But not at all. Mr. Jenkins, following the usual fash- 
ionable hoopla, said equality of opportunity produced 
a “nervous” society. That was pretty much routine 
stuff. But what really interested me was that what 
Mr. Jenkins listed as the ultimate crime of a country 
which concentrated upon opportunity rather than 
literal equality was that it created “a social climate 
in which it has been difficult for a radical movement 
to take firm root!” 

Now there, gentlemen, you have what in my 
opinion is the payoff. I am convinced that many of 
those people who try to tell us that incentives really 
aren’t necessary anyhow, and who play down the 
opportunity and social-fluidity angles of the case, 
perfectly well know what they are doing. They know 
that the quickest way to end the American system 
would be to persuade everybody that there were no 
longer any independent opportunities left. And, just 
in case their persuasions fail, they are anxious to 
prove that their ideas are true by enacting and main- 
taining tax laws so hostile to independent opportunity 
that they make them true! 


The State and Local Tax Burden 


In a recent letter to THE ConrereNce Boarp, Mr. Roger 
A. Freeman, Special Assistant to the Governor of the State 
of Washington, raised the question over whether a recent 
Road Map of Industry, on “State Tax Collections Per 
Capita,” might create the general impression that both 
the state and local tax burdens were being represented. 

Mr. Freeman has recently prepared an analysis of the 
state and local tax burdens, distributing both local and 
state taxes among the forty-eight states. 

He writes as follows: “Road Map, No. 908, of May 22, 
1953, showed a good graphic presentation of state tax col- 
lections per capita in the forty-eight states, based on statistics 
of the United States Bureau of the Census. When reviewing 
it, I started wondering whether the chart might not pos- 
sibly create an incorrect impression among readers who are 
not familiar with . . . the underlying data. . . 

“Obviously, the tax burden upon the residents of the 
various states can be compared only by adding both state 
and local taxes. In an article, “The State and Local Tax 
Burden,” in the April, 1953, issue of State Government, 
monthly magazine of The Council of State Governments, I 
described the situation this way: ‘. . . state taxes equal 


nationally the sum of all local taxes. But the state-local 
ratio varies greatly. The state takes 28% of all nonfederal 
taxes in New Jersey, 82% in New Mexico. In other words, 
local taxes amount to 22% of state taxes in New Mexico 
and to 250% in New Jersey.’ . . . It seems to me that THE 
ConrereNce Boarp might render its members a valuable 
service by clarifying the somewhat clouded picture of re- 
gional and state tax-burden patterns.” 

Editors Note: We agree with Mr. Freeman that local 
taxes constitute a significant part of the individual's tax 
burden. A recent article, “Measuring the Tax Burden,” 
The Business Record, August, 1952, explored the problems 
involved in calculating and distributing the total tax load. 
The Road Map in question charted only state tax collec- 
tions per capita. 


Throttling World Trade 


“World trade is entangled in a jungle of restrictions which 
not only impede the interchange of goods, but make virtu- 
ally worthless most of the world’s currencies as media of 
international exchange. 

“This restrictive growth has developed despite the foreign 
aid programs and other policies of trade liberalization pur- 
sued by the United States and has been nurtured by the 
policies and practices incidental to the national objectives 
of other countries. 

“Its removal, therefore, is a task of worldwide scope and 
of many fronts. America’s responsibility extends to a new 
set of issues which on the negative side relate to the sweep- 
ing away of restrictions; and, on the positive side, the 
building of new supports for an expanding multilateral trade. 

“They involve the restoration of rational price and cur- 
rency relationships; the establishment of procedures to 
maintain the interchangeability of currencies; the promo- 
tion of national standards of action looking to internal 
stability; the general adoption of policies to facilitate inter- 
nal development by the encouragement of private invest- 
ment, both domestic and foreign; the acceptance of policies 
which assure protection of foreign capital and, the earnings 
therefrom; and, finally, the establishment of institutions 
which will maximize the incentives and facilities of private 
enterprise. 

“Reliance on continued foreign economic aid, or on in- 
creased imports into the United States resulting from tariff 
reductions, would be futile, not only because this expedient 
is dwarflike compared to the extent of the problem, but 
is also incompatible with its nature. The present distortions 
and strangulation of trade spring from the nationalistic 
policies and methods with which it is carried on, These pol- 
icies and methods are rooted in the areas where they thrive 
and are invulnerable to the type of action which America 
has so far pursued. They can be changed only by a proce- 
dure which is adaptable to separate and widely varied 
sovereignties. Our challenge is to find the common denomin- 
ator of reciprocal action—a common denominator to which 
the conduct of nations will respond as they direct their 
internal and international economic operations.”—“World 
Trade and the United States,” by Claudius Murchison, 
economic adviser to The American Cotton Manufacturers 
Institute, Inc. Published by the Institute at 1625 Eye 
Street, N. W., Washington 6, D. C. 
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Executives Say: 


“A Good Year After All” 


(See page 268 for summary story; below for industry-by-industry reports) 


METAL INDUSTRIES 
Automobiles and Equipment 


Eight automobile and automotive equipment manu- 
facturers describe current business conditions in their 
industry as generally favorable, and most are opti- 
mistic on the outlook for the next six months. 

Two producers “expect their new order trend to 
continue upward during the next six months,” two 
others expect current strong demand to continue un- 
changed, while four expect some decline in new orders 
ranging from “a slight seasonal decline” to a “5% to 
10% drop, probably not occurring until well into the 
third quarter.” 

Quizzed on how total new orders for the second half 
of 1953 will compare with the second half of 1952, 
four companies answered “up at least 25%,” “sub- 
stantially in excess,” “more” and “greater.” Two 
respondents expect a poorer year-to-year comparison, 
although one explains: “New orders were abnormally 
high at the time of the steel strike last year. As a 
result new orders in the second half of this year will 
probably not be quite as high.” 

Only two out of eight companies report any in- 
crease in cancellations and one qualifies this by say- 
ing: “The amount is relatively insignificant in rela- 
tion to our overall business.” 

The billings outlook for six cooperating automobile 
and automotive equipment companies is good. They 
expect billings in the second half of 1953 to be “25% 
or more higher,” “10% to 15% higher,” “substan- 
tially,” “considerably,” “significantly” and “some- 
what” higher than in the last six months of 1952. One 
cooperator expects billings to be about the same, and 
another did not cover this point. 

The score card on the size of current backlogs com- 
pared to a year ago shows: higher—4, about the 
_ same—3, lower—1 (“20% less”). Two companies ex- 
pect their backlogs to “increase further” during the 
next half year, as against three who expect backlogs 
to “decrease slightly.” Another three expect backlogs 
to remain about the same. 

Writes one executive: “We expect a little weaken- 
ing in our automotive backlogs, but we anticipate 
this will be offset by parts that we supply to another 
industry and a new product which will be ready for 
shipment June 1.” 

Inventories as a per cent of sales are lower than a 
year ago in four of the eight cooperating companies, 
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by as much as “10%” in two instances. One company 
reports “no significant change,” while three respond- 
ents advise that their inventories are “up about 15%,” 
“greater” and “slightly higher.” 

Three companies expect, “a downward trend in in- 
ventories during the next six months,” another three 
think their present inventory-sales ratios, “will con- 
tinue unchanged throughout the balance of the year,” 
and only one producer expects an inventory rise, point- 
ing out that this is “because of the seasonal nature of 
our business.” 

Only one out of the eight replies contains any ref- 
ence to lagging collections: “We note a slight lag in 
collections.” Six companies report no change in col- 
lections, while one company’s “experience has im- 
proved slightly over recent months.” None report 
any current or anticipated change in credit policy. 

Without exception, the responding automobile and 
automotive equipment producers expect profits before 
taxes both in the second half of 1953 and for the en- 
tire year of 1953 to equal or exceed profits in the com- 
parable periods in 1952. Quoting some companies: 


“Profits before taxes for the last half of 1953 should be 
about 60% higher than comparable 1952 results. For 
the year 1953, profits before taxes is expected to be 35% 
above 1952.” 


AE IF: 


“We expect our profits not only to compare favorably 
with the last half of 1953 over the last-half 1952, but that 
the year-end: profits will improve materially over 1952.” 


Toe Ss 


“The profit outlook for the second half of 1953 indi- 
cates earnings at a level substantially above those of 
the second half of 1952. The total year of 1953 should 
also show earnings greater than those of 1952.” 


Fo eee We: 


“We anticipate about the same profits before taxes, both 
in terms of dollar profits and profit margin for the second 
half of 1953 as for the second half of 1952. We expect 
that our total profits before taxes for the full year of 1953 
will be approximately 10% higher than for 1952.” 


Electrical Appliances and Supplies 


Four cooperating electrical appliance and supply 
producers expect the trend of new orders to be down- 
wards over the next six months by as much as “15%,” 
outnumbering the two companies which expect higher 
levels of new orders and one concern which foresees 
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no change. Despite this, only two companies think 
that new orders booked in the second half of 1953 
will be lower than the total for the second half of 
1952—one indicating only “a slight decline” and the 
other “off 10%.” Four companies expect total new 
orders in the second half of 1953 to be higher and two 
think they will be unchanged from a year ago. 

Two out of nine producers report an increase in 
cancellations, in one case “largely the result of higher 
metal prices.” One company reports: “There has been 
no noticeable change in cancellations. We have no- 
ticed, however, that the Armed Forces have revised 
downward some of the quantities involved that have 
not reached the contract stage yet.” 

Six companies look for larger billings in the second 
half of 1953 than a year ago, in some cases up “20%,” 
“15%” and “substantially.” Three companies antici- 
pate lower billings “a little less than the second half 
of 1952,” “off considerably” and “off approximately 
10% because of the defense stretch-out program and 
more competitive purchasing. This is in spite of an in- 
crease in metals’ supplies.” 

Five companies report their backlogs are down 
from a year ago, in one case “off 50%,” in another 
case “with the exception of one long-term defense 
contract our current backlogs are down about 20% 
from the same period in 1952.” On the other hand 
four companies report higher backlogs, in one case 
“60% greater than a year ago,” while two others 
report their backlogs only “slightly” higher. 

Only two manufacturers of electrical appliances and 
supplies expect their backlogs of unfilled orders at 
year end 1953 to be higher, as against five who antici- 
pate a working down of backlogs—according to one 
executive “our backlogs should drop about 64% by 
the end of the year.” Two companies see “little 
change” in the next six months. 

One company reports “inventories are substantially 
higher than a year ago.” Three companies report in- 
ventories as a per cent of sales to be lower and five 
report no change in this ratio. 

Five out of nine companies expect to reduce their 
inventory-to-sales ratio in the next six months, while 
two expect little change. Another two think inven- 
tories will trend higher, according to one cooperator 
because “we have been operating on very limited sup- 
plies of metals which have recently been moved from 
controls.” 

Two producers report “collections a bit slower; 
customers are inclined to take more credit” and “some 
lag in collections but this is not serious.” One com- 
pany reports liberalizing its credit policies: 

“We revised our credit policy for 1953 in order to 
enable our distributors to handle a substantially larger 
volume of business. We expect that it may be necessary 


to tighten somewhat our credit policies in the next six 
months.” 


Another company contemplates “a slight revision” 
in their credit policy “in the direction of Jiberality as 
soon as we again need business.” One executive re- 
ports “as yet we have experienced no lag in collec- 
tions, and we have not revised our credit policy with 
the possible exception that an even closer review is 
given of each customer’s financial condition.” 

In five out of nine electrical appliance and supply 
companies, profits before taxes in the second half of 
1953 are expected to average higher than in 1952. 
Only one company looks for a less favorable compari- 
son “because of increasing costs and maintenance of 
the price structure that has remained unchanged since 
Korea.” Three others expect about the same profits 
as in the second half of 1952. One executive states: 
“We believe that any appreciable decline will be off- 
set by the profit to be realized on a product which 
we are just starting to market.” 

For the year 1953 as a whole, three companies 
swing into the “profits down” column, with four re- 
maining “bullish” on the 1953 profit outlook and one 
expecting profits before taxes to remain “about the’ 
same.” 


Electrical Machinery 


No marked change in the trend of new orders for 
electrical machinery over the next six months is 
seen by four out of five reporting companies. One 
company which has had a “very severe drop off” in 
new orders dating back to the first quarter of 1952, 
expects “new orders for the balance of the year to 
be somewhat higher than the current figures although 
very much under the high point attained in the first 
quarter of 1952.” 

Comparing prospective total new orders in the sec- 
ond half of 1953 with the second half of 1952, two 
companies think new orders will be “higher” and 
“5% ahead.” Two companies expect “not much 
change.” The other two did not respond on this 
point. 

Although none of the electrical machinery manu- 
facturers replying indicated any marked increase in 
cancellations, one company reports “many requests to 
defer previously scheduled shipments.” 

Two companies expect higher billings in the sec- 
ond half of 1953 than in the comparable period of 
1952. Explains one: 


“Our dollar billings for the second half will be 12% 
ahead of the second half of 1952 primarily due to military 
requirements. A year ago we were merely in the tooling 
stage but this year we have been in production. Our 
civilian billings are remaining relatively constant.” 


One company expects about the same level of bill- 
ings as a year ago, and another thinks that billings 
will be “slightly off.’ Two companies made no reply. 

As for the current level of backlogs, the six cooperat- 
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ing companies are evenly split: two report them 
higher than a year ago; two indicate no change; while 
two have had their backlogs reduced, in one case 
partly because of “an increase in productive capacity 
brought into effect in the last half of 1952.” The three 
companies that estimated the outlook for backlogs 
during the next six months are again evenly split, one 
expecting higher backlogs, one lower, and one un- 
changed. 


Three out of the six electrical machinery producers 
do not look for any particular change in inventory 
as a per cent of sales over the next six months. Says 
one executive: “Our inventories are under much 
better control than they were this time a year ago, 
and we look for no upward or downward trend except 
to meet certain conditions that may develop.” 

The one company expecting “inventories to increase 
5% to 10%” explains that this is “in anticipation of 
increased sales.” Two companies figure their “inven- 
tories will decrease in the next six months.” 

Whereas one company reports “a slight lag in col- 
lections,” the other five report “collections are satis- 
factory.” None of the responding companies have any 
plans for revising credit policy, but one company offi- 
cial does say: “We are exercising more than normal 
vigilance and diligence at this time.” 

Three cooperating companies look for higher profits 
in 1953 compared to 1952. One states: “In the sec- 
ond half, we expect a 25% to 40% increase in profits 
over the comparable period in 1952.” 

Three cooperating companies anticipate that 1953 
profits will be about the same as in 1952. 


Engines and Turbines 


Two out of four cooperating engine and turbine 
producers “do not expect any substantial change in 
the new order trend during the next six months” and 
estimate total new orders in the second half of 1953 
to be about the same as in 1952. The other two expect 
new orders in the second half to exceed those booked 
in the comparable period a year ago. None of the 
companies report any increase in cancellations. 

All four producers rate their billings prospects in 
the latter half of 1953 equal to or better than bill- 
ings during that period a year ago. Two state that 
their billings will be “25% larger” and “somewhat 
larger,” respectively, and two expect unchanged sales 
—present indications are that our dollar billings for 
1953 will be comparable to the high billings of the 
second half of 1952.” 

Two concerns report their backlogs of unfilled orders 
are substantially lower—“10% below” and “one third 
below backlogs this time Jast year.” Commenting on 
the anticipated trend of backlogs over the next six 
months, two companies say they will be up and two 
say down. 

Executives of two cooperating companies indicate 
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that “inventories as a per cent of sales are currently 
lower than at the same time last year,” while the 
other two report “inventories about the same.” 

Two expect a downward trend in their inventories 
as a per cent of sales in the next six months, another 
writes: “Towards the end of the year 1953 our in- 
ventories will increase, based on the backlog now on 
hand, and a fourth cooperator sees no change. 

Three engine and turbine producers have not ex- 
perienced any lag in collections, but the fourth notes: 
“Our collections are fairly good except where we 
have permitted credit in the Latin-American coun- 
tries. There the credit lag has been very bad.” 

One company anticipates “a review of the credit 
policy within the next six months to determine if any 
changes should be made”; the others plan no change 
or review of credit policies. 

Reporting on the outlook for profits before taxes, 
second half of 1953 compared to second-half 1952, 
one producer expects “better” results, but another 
states: “We think our profit picture before taxes will 
be about the same as 1952, but we do not think our 
percentage of profits will be as large. In other words, 
more sales will have to be made for the same amount 
of profits.” 

Two others expect profits to be below the results 
of the second half of 1952. One executive explains 
that “this is partially due to a change in product mix 
between the two periods.” 

Full-year 1953 profits before taxes are expected to 
exceed 1952 profits in two companies, maybe lower in 
one company and about the same in the fourth com- 


pany. 
Foundries 


One foundry, out of the three reporting, expects 
new orders in the second half of 1953 to “compare 
favorably with new orders for the second half of last 
year,” another expects “new orders during the next 
six months will be less” and the other made no 
estimate. 

One foundry operator says: “We have had some 
cancellations and reductions in orders in the last sixty 
days,” but another reports “no increase in cancella- 
tions.” 

One company says “dollar billings for the second 
half of 1953 should compare favorably with those of 
the second half of 1952.” The other company cover- 
ing this point states that their “dollar volume has 
been down compared to the same period in 1952.” 

Backlogs are “somewhat less than at the same time 
last year” and “15% to 20% less” in two cooperat- 
ing companies and “about the same” in the third. 

Little change in inventories is reported from a year 
ago —‘“somewhat higher,” “somewhat lower” and 
“about the same.” No marked change is looked for 
over the next six months. 
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None of the three foundry operators have any in- 
tention of changing their credit policy, although one 
reports “a slight lag in collections, but it has not 
reached serious proportions.” 

The profit outlook for the second half of 1953 com- 
pared to the second half of 1952 is estimated by one 
executive “to be considerably better, since the second 
half of last year was affected by the steel strike and 
strikes in plants of our customers.” 

A second company qualifies its profit outlook: 
“Unless a reopening of our labor contract on wages 
should be more substantial than we expect, the profit 
outlook before taxes for the last half of 1953 and for 
the year as a whole should compare with 1952.” 

The third foundry operator is least optimistic: 
“Our profit outlook, before taxes, for the last half of 
1953 appears to be less favorable, compared with the 
last half of 1952, and we fear that our 1953 profits 
will be considerably less than those of 1952.” 


Hardware 


“We do not expect much change” say five hard- 
ware companies reporting on their new-order trends 
during the next six months. One company “expects 
new orders for the second half of 1953 to be approxi- 
mately 80% of orders received for the first half.” 
Three other cooperators did not cover this point spe- 
cifically. 

Four companies expect total new orders for the 
second half of 1953 “will compare favorably” with 
orders a year ago; in one case “they will be 10% to 
20% more.” Another producer reports: “There has 
been a drastic reorganization of our sales depart- 
ment and method of selling which should result in 
considerably more business. Orders for the second 
half of this year should be at least double what they 
were a year ago.” Of the five remaining hardware 
companies, one expects “about the same” results and 
four did not reply on this point. 

No increase in cancellations has been noted by any 
of the nine hardware producers covered. 

Three companies expect billings for the second half 
of 1953 to exceed the second half of 1952 “by at 
least 50%,” “slightly” and “to be increased.” Two 
companies expect lower billings, one respondent spe- 
cifying a 10% decline. One company expects billings 
in the second half of the year to be about “the same 
as the second half of 1952 and substantially better 
than the first half of this year.” 

Backlogs in the eight hardware companies reporting 
vary widely—from: “Our backlog at this time is 
over twice as large as it was a year ago, but this is 
due to a large civilian commitment that will not sub- 
stantially affect shipments for the year 1953,” to 
“there has been about a 70% decrease in our backlog 
of orders over this time last year.” Four companies re- 
port higher backlogs—“20% more,” “in excess of a 


year ago” and “a few percentage points greater.” 
Three concerns have lower backlogs than a year ago 
and in one company backlogs are “about the same.” 

Of five companies commenting on the outlook for 
their backlogs during the next six months, one expects 
them to increase; one says “they will gradually de- 
crease,” and three look for no change. 

Four hardware companies find their inventories as 
a per cent of sales to be “about 15% higher now than 
they were a year ago,” “10% greater,” “more” and 
“up, but not excessively.” In two companies, inven- 
tories are unchanged from a year ago. Three did not 
respond on this point. 

Of four companies responding, two expect their in- 
ventories to trend upward during the next six months. 
Explains one executive: “With our sales program 
underway, we doubt if inventories can be kept as low 
as they are now.” The two other cooperating hard- 
ware producers think their inventories will be down 
by year end 1953 “because most materials we have 
to purchase are in better supply.” 

Three companies report “some lag,” “a slight slow- 
ing,” and “a definite slowing” in collections. Only 
one has made any revisions in credit policies. Quoting 
the experience of these three companies: 
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“There has been some lag in collection during the past 
few months because of the many so-called chronically 
slow accounts that are extending their payments a little 
more. There has been a slight noticeable increase in 
bankruptcies and firms requesting deferred arrangements 
with creditors. We do not consider this situation alarm- 
ing yet or at all serious.” 


* * 


“There has been a definite slowing up in collections. 
This does not apply to our large customers.” 


%. are 


“We find that there is a slight slowing of collections 
but this is perhaps due to a material increase in our num- 
ber of customers. It is very difficult to estimate any de- 
gree of change. Our terms have been recently revised 
reducing the net period from sixty to thirty days and 
splitting discount dates to twice a month instead of once 
as previously. There should be no further changes.” 


The hardware companies expecting better profits 
before taxes in the second half of 1953 than in the 
same period of 1952 outnumber five to three, those 
companies who think their profits will be lower. As 
one company official explains: “Since the profit experi- 
ence for the last half of 1952 was extremely unsatis- 
factory, we feel sure that the only way to go is up.” 
One company expects no change in profits. 

Of the six hardware concerns reporting on their 
expectations for total 1953 profits, four expect higher 
profits, in one case due to “greater attention to 
economies and production schedules.” One company 
expects lower profits but explains “this is primarily 
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caused by a loss incurred this year in starting up a 
special defense job,” and one expects “substantially 
the same” profits in 1953 as in 1952. 


Heating and Plumbing 


Heating and plumbing producers are benefiting 
from the high level of construction activity, accord- 
ing to the replies of six companies. 

None of the six heating and plumbing companies 
expect any great change in the trend of their new 
orders over the next six months. Comparing ex- 
pected orders in the second half of 1953 with orders 
written during the second half of 1952, four com- 
panies expect them “to be up approximately 20%,” 
“to be somewhat greater, largely because our com- 
panies sales volume is closely related to construction 
activity which is substantially ahead of last year,” 
“compare quite favorably” and “average 5% higher.” 
One company expects “new orders will probably be 
less by 25% compared with last year,” and one com- 
pany “anticipates new orders will average about the 
same.” 

The heating and plumbing companies are unani- 
mous in reporting no increase in cancellations. They 
are likewise predominantly optimistic about the out- 
look for billings in the second half of 1953. Only one 
executive “believes the billings for the second half 
of 1953 will be less, by about 25%, than in the sec- 
ond half of 1952.” Four companies anticipate billings 
in the second half of 1953 will be greater than in the 
second half of 1952, in one case “up approximately 
20%,” in two others “5% greater,” while the fourth 
company expects “dollar billings in the second half 
of 1953 will be substantially ahead of the correspond- 
ing period of 1952 because of higher construction 
activity, the introduction of new products to our 
line,” and “because deliveries on defense contracts 
will be more than double what they were a year ago.” 
One company figures “billings will approximate those 
of a year ago.” 

One company reports current backlogs “running 
approximately 15% ahead of last year.” In another 
company “backlogs are slightly up,” while a third 
states: “Our order backlogs for nondefense produc- 
_ tion is materially greater than at this time last year.” 
One executive reports backlogs in his company at 
“approximately the same level as a year ago.” 

On the other hand, two companies report materially 
smaller backlogs. One indicates: “Our current back- 
log is approximately 80% of what it was a year ago 
at this time,” and the other declares: 


“Current back orders are perhaps 50% less than last 
year due to the removal of restrictions on the use of 
metals. If there is no change in the government policy 
on use of metals, we do not expect any increase in our 
backlogs.” 
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Another heating and plumbing supplies producer 
also expects backlogs over the next six months to 
retain level. Three others indicate a decline in their 
backlogs, which in two instances is characterized as a 
“normal seasonal tapering off.” Two companies expect 
their backlogs to increase over the next half year. 

Four companies find their inventories as a per cent 
of sales down from a year ago while in two instances, 
they are higher. One of the companies with lower in- 
ventory says: 


“Our inventories are currently 6% less than a year ago 
whereas sales are running approximately 10% ahead; 
however, we have a higher finished goods inventory, which 
we expect to increase still further as we are trying to 
stabilize production schedules to reduce cost.” 


One other company expects its inventories to in- 
crease over the next six months. Two look for a 
“downward trend” and two think there will be “no 
major increase or decrease” in their inventories. 

In only one case has there been any evidence of a 
lag in collections: “While collections have been a bit 
more difficult to effect than three months ago, we 
have not as yet seen any appreciable falling off in 
our customers’ remittances to us,” and none have 
made or contemplate making any significant change 
in credit policies. 

Three heating and plumbing producers expect 
profits before taxes for the second half of 1953 to 
compare favorably with earnings for the second half 
of 1952. In one case a 100% improvement in earn- 
ings is expected. More moderate increases “up to 
10%” and “slightly greater” are anticipated in two 
other companies. 

One company figures profits before taxes for the 
second half “will be less” and two did not reply on 
this point. 

The 1953 profits picture shows four companies 
anticipating higher earnings as follows: “double,” 
“an improvement of 15% to 20%,” “about 10% 
greater,” and “slightly greater.’ Two companies 
expect lower earnings for the year compared with 
1952. 


Industrial Machinery—General 


Five out of ten cooperating manufacturers of gen- 
eral industrial machinery are looking for a down- 
trend in new orders over the next six months. One 
company specifies: ““We expect our new orders trend 
to go down during the next six months—I would 
suppose about 20%.” A second company expects its 
“order trend to remain the same or not more than 
10% less for the next six months.” 

A single company opposes the majority opinion in 
anticipating “an increase in new orders of 10% to 
12% above the first six months.” Four other com- 
panies predict new orders will remain “about the 
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same” through the end of 1953. One executive ex- 
plains: “We do expect a small decline in orders over 
the last six months of the year, most of which will be 
offset by price increases.” 

Five out of eight companies expect total new orders 
in the second half of 1953 to be lower than in the 
second half of 1952 by “20%,” “probably 10%,” 
“approximately 10%,” “about 10%,” and “slightly.” 
In one case, despite an indicated decline, “new orders 
will be just about at capacity level.” 

Of the two producers expecting new orders in the 
second half of 1953 to exceed those in the second 
half of 1952, one explains new orders will “compare 
favorably chiefly because of the very great drop in 
our business occasioned by the steel strike last sum- 
mer. This depression in ordering lasted through the 
remainder of the year.” The remaining contributor 
says: “New order bookings in the second half of 1953 
will be at about the same level as the second half of 
last year.” 

Eight companies report “no noticeable change in 
cancellations”; one company did not cover this point, 
and another replies: 


“Yes, we have had marked increases in cancellations 
in the last thirty days. We regard these cancellations 
primarily as an adjustment of ‘paper work’ to bring 
commitments in line with production schedules. We do 
not contemplate any more cancellations, feeling now 
that backlogs pretty well have the water squeezed out 
of them.” 


Six companies figure their second-half 1953 billings 
will exceed second-half 1952 “quite sharply,” “10% 
207% higher,” “10%,” and “5%.” At least one com- 
pany attributes the favorable second-half 1953 com- 
parison to “the upsetting conditions imposed by the 
steel strike” on second-half 1952 billings. 

Three companies anticipate second-half 1953 bill- 
ings will be “15%,” “10%-15%” and “10%-12%” 
lower than in 1952. 

A general working-off of backlogs is reported by 
eight out of ten general machinery companies. Back- 
logs in these companies range from “a little lower than 
last year” to “40%” down. One company declares 
“backlogs are rapidly declining now with our ship- 
ments currently exceeding new orders.” 

Another company, which does not consider its 
lower backlogs an unfavorable development explains: 


“Our backlog now is approximately 10% lower than it 
was one year ago. We expect a larger decrease in the 
next twelve months which will put us in a better com- 
petitive position on delivery.” 


A minority report from two producers describes 
backlogs which are currently much higher, “30%,” 
and “20% higher,” than a year ago. 

The peak in 1953 new order backlogs has already 
been passed: none of the companies reporting expect 


backlogs over the next six months to increase, four 
expect them to decline, five say “they do not expect 
any substantial change” and one company hazarded 
no guess. 

Four companies report current inventories as a 
per cent of sales lower than a year ago, from “5To” to 
as much as “30%.” In two other companies inven- 
tories are about the same. ; 

Three report higher inventories, In one case ex- 
plained as follows: 


“Inventory, as a percentage of shipments in March, 
was considerably higher than it was the previous March. 
However, March, 1952’s ratio was out of line because 
of a change in manufacturing mix from our normal one. 
Comparing March of 1953 with March of 1951, there is 
no difference.” 


The tenth company characterizes its inventory posi- 
tion as “somewhat mixed. Our raw material inven- 
tories are down about 40% over a year ago, our work- 
in-process is up slightly, and our finished stock is up 
about 50%.” 

Six companies out of ten expect to reduce inven- 
tories during the next six months. One company feels 
“it is possible that inventories will continue a slight 
upward trend to facilitate introduction of several new 
product lines.” 

Another company expects no change, one did not 
cover this point, and the remaining concern explains: 


“Whether our inventories trend upward or downward 
in the next six months depends largely on whether our 
suppliers can give us the right materials in the right 
quantities at the right time, so that efficient production 
can be maintained. We prefer to turn our inventories 
over rapidly, but sometimes the actions of our suppliers 
play a considerable part in this program.” 


Although four companies report “slight” lags in 
collections, none have revised their credit policies 
and only one feels it “will probably have to tighten 
credit controls in some fields of activity.” 

In four companies profits for the second half of 
1953 will be “25% or more,” “20%-30%,” “consid- 
ably” and “much” better than for the same months 
of 1952. Several companies attribute the improved 
profits-before-taxes outlook to “the fact that the last 
half of 1952 was affected profitwise both by the steel 
strike and OPS regulations. Since the lifting of OPS, 
we have made some price adjustments which make 
our prices more realistic, and we think we will do 
better this year.” 

Three companies look for lower earnings in the 
second half of 1953 ranging from “slightly” to “20%” 
lower. Two companies expect little change. 

Of six companies reporting on profits before taxes 
for the entire year of 1953, three are optimistic, one 
expects lowered profits, and two see no great change 
from 1952 showings. 
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Industrial Machinery—Specialized 


Of the eleven reporting companies in the special- 
ized industrial machinery field, three expect the orders 
trend to be higher, and two expect it to be lower, in 
one case due to “the normal seasonal pattern.” Six 
companies anticipate “no change.” 

Four companies expect to book more new orders 
in the second half of 1953 than in the second half 
of 1952, two companies look for fewer new orders 
than a year ago, while three others see little change. 

None of the cooperating firms report any increase 
in cancellations, and one executive writes: “Since 
January 1, 1953, there has been a 16% decrease in 
the number of machines deferred. Therefore, in effect 
cancellations have decreased.” 

Eight of these manufacturers are generally opti- 
mistic on the billings outlook for the second half of 
1953 compared to the second half of 1952, and ex- 
pect higher dollar billings. Explains one: “Dollar 
billings for the second half of 1953 should be some- 
what larger than those for the second half of 1952, 
largely because of increased output of weapons made 
for the Armed Services.” 

A single company expects second-half 1953 billings 
to be “less” and two companies say billings “dol!ar- 
wise will be about the same.” 

Backlogs are down in six out of eleven cooperating 
specialized industrial machinery companies. One 
company reports: 


“The backlog for this division of the company is down 
nearly 50% from a year ago, when it was abnormally 
high. We have now reached the point where our backlog 
is a little below normal, but we are looking for an im- 
provement in new business during the balance of the year.” 


Another company reports: “Our backlog of orders 
on hand are less than at this time last year, primarily 
due to government contract terminations and stretch- 
out of contracts.” 

In three companies current backlogs are higher than 
a year ago, although one executive says: “The cur- 
rent backlog on our regular product is slightly better 
now than at this time last year, but only slightly.” 
In two other instances the “backlog of orders is about 
the same as it was a year ago.” 

Commenting on the probable size of backlogs six 
-months hence, nine reporting companies are evenly 
split: three say up, three down, and three un- 
changed. 

Four companies report higher inventories as a per 
cent of sales than a year ago; in one instance “inven- 
tories are somewhat larger mainly because of an in- 
crease in inventories under contracts with the Armed 
Services,” and in another “inventories are higher this 
year than last as a result of a planned expansion of 
our inventory position.” 

Three other companies report lower inventories, 
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while another three report them about the same. 

Only one company expects its inventories as a per 
cent of sales to edge “slightly” upwards during the 
remainder of 1953, while seven firms predict lowered 
inventories by year end and three expect them to be 
about the same. 

Three out of eleven companies report lags in col- 
lections, two of which note such lags to be concen- 
trated “in those divisions dealing with the farm 
trade,” but “entertain no thoughts of change in 
credit policies.” The third company reports: 


“Our lag in collections increased six months to a year 
ago since we principally supply the textile industry. 
Since that time, slowness in collections has kept at 
about the same level. Of the lag experienced, a good 
portion of it is in our export business, with Brazil ac- 
counting for an appreciable portion of the export late- 
ness. About a year ago we initiated conditional sales 
contracts and the number of customers availing them- 
selves of this plan has increased more rapidly recently.” 


Six specialized industrial machinery producers re- 
port their prospective second-half 1953 earnings be- 
fore taxes to be “better than a year ago.” Two others, 
however, expect profits to be “substantially down” 
and “about 25% down,” while three others expect 
about the same level of profits. Among the companies 
expecting higher second-half profits is one writing: 
“Profits during the last half of 1952 were quite dis- 
appointing. We hope that, due to the expected in- 
crease in volume in 1953, the profit result for the 
last half of 1953 will be somewhat better.” 

In one case “the profit outlook for the last half 
of 1953 is somewhat better than for the last half of 
1952, which means that we hope to make a little 
profit this year whereas we made none last year on 
our regular product, textile machinery.” 

Seven reporting companies believe their total 1953 
profits before taxes will exceed 1952 results. One 
associate writes: 


“We have been studying our expenses much more 
closely this year than in 1952 and feel that we are oper- 
ating more efficiently in this semi-buyers market and 
that our year-end profits should be somewhat above our 
1952 profits.” 


One company expects 1953 profits to be about 
one third less than in 1952, and one concern expects 
1953 to be “comparable” with 1952 profitwise. 


Instruments and Controls 


Seven out of the nine cooperating manufacturers of 
instruments and controls “do not anticipate a change 
of any consequence” in their new orders trend in the 
next six months. The other two expect the new orders 
trend to be down, “perhaps 5%” in one case. The 
other concern notes: “We definitely expect a change 
downward in our new order trend during the next 
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six months—incoming business just can’t last at its 
present record-breaking level.” 

Three companies believe that total new orders in 
the last six months of 1953 will be higher than in the 
same period of 1952. Two expect fewer new orders 
and two expect little change to occur. 

Two companies report an increase in cancellations, 
one indicating “our cancellations are quite small. They 
usually come from the government and we have had 
some increase in that direction in recent months.” 

With the exception of one company which expects 
“dollar billings for the second half of 1953 to be 
slightly less than the second half of 1952,” four co- 
operating instruments and controls producers expect 
billings to be higher and four expect them to be about 
the same. 

Writes one executive: 

“Our billings for the second half of 1953 should be 
better than for the second half of 1952. We are budget- 
ing for at least a 10% increase due to some disappoint- 
ments in our billings a year ago, as a result of failure to 
obtain certain important components for defense require- 
ments.” 


Five companies report their present backlogs down 
as much as “6%” from a year ago. One company offi- 
cial indicates “our backlogs are a little bit lower than 
at this time last year because at that time we had 
not as yet caught up with the sudden increased de- 
mands of industry.” One company reports its “cur- 
rent backlog of unfilled orders is much larger than at 
this time last year,” and two say they are about the 
same. One company comments, “as many of our 
products are on allocation, backlogs do not mean 
anything.” 

Almost unanimously, the responding companies 
think the peak in their backlogs has been reached or 
passed and that backlogs by year end 1953 will be 
lower. “It is very likely that our backlog will remain 
pretty close to what it is—possibly decrease some in 
the next six months,” says one executive; “only by 
the year end do we expect a reduction in our backlog 
to become noticeable” says another; a third cooperator 
considers the expected decrease in backlogs to “be a 
healthy condition inasmuch as it would improve our 
delivery situation.” One company “looks for no 
change in the current backlogs.” 

Six companies report their inventories as a per 
cent of sales to be “slightly lower” than a year ago. 
In only one company are inventories higher and in 
two no change is shown. None of the cooperating 
companies expect inventories as a per cent of sales 
six months hence to be higher than at present. Seven 
are planning for lower inventories; the situation in 
one of these concerns is described as follows: 

“The trend in inventories for the next six months 


will be downward. We say this because there has been 
considerable easing in available materials; consequently, 


there is less tendency to hedge, and also there is the 
possibility of shorter lead times.” 


Five out of nine instruments and controls com- 
panies reporting say that they have experienced some 
lag in collections, although most of them character- 
ize this lag “as yet not too significant.” Three pro- 
ducers have or may change their credit policies. One 
says: “We have tightened our credit policy very 
slightly”; and another “recently established a sub- 
sidiary credit corporation to finance customers 
through installment contracts.” The third instru- 
ments and controls company says: “There has been 
no particular revision in our credit policy. Admittedly 
our credit manager is giving some thought to the 
possibility of a “get-tough policy” later in the year, if 
the lag in collections should grow and spread.” 

Five reporting companies expect second-half 1953 
profits before taxes to exceed second-half 1952 results. 
Three think profits will be about the same. One com- 
pany indicates: 


“Our profit outlook for the second half of 1953 will 
be considerably better than in the second half of 1952. 
However, this has nothing to do with business trends. 
It is due to the fact that in 1952 we added new lines of 
substantial volume. It always takes about a year or more 
for efficient operation in connection with any new lines. 
For the same reason, our year-end profit for 1953 will 
be better than for 1952.” 


Another company reports a squeeze on profit mar- 
gins: 

“The squeeze between competitive pricing and a steady 
increase in cost which we have had to undergo makes 
it extremely difficult, perhaps impossible, to increase 
profits other than by an increase in the volume of billings.” 


However, only one company expects profits before 
taxes for the year 1953 to be “slightly under those for 
the year 1952.” 


Machine Tools 


“We look for continuing good business without 
quite the excess that we have had in the last few 
years” is the general tenor of the replies of nine ma- 
chine tool companies on the business outlook for the 
next six months. 

Six cooperating machine tool builders expect new or- 
ders to trend “slightly down” over the next six months. 
One company reports “new orders are coming in at a 
highly satisfactory rate and it is expected that during 
the next six months they will so continue.” Two others 
made no reply. 

Only one company expects total new orders in the 
second half of 1953 to exceed those in the second 
half of 1952, while five companies figure on fewer new 
orders. One executive indicates that “purchases of 
machine tools for defense plants are about completed 
and we expect a sharp drop in new orders during the 
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next six months, or about 50% of the volume in the 
second half of 1952.” 

Other companies expect second-half 1953 new orders 
will be lower by “30%-35%” and “slightly below.” 
One company expects new orders in the second half 
of this year will be “about the same” as in 1952. 
Machine tool builders are unanimous in reporting 
“no increase in cancellations.” 

Three cooperating companies expect second-half 
1953 billings to be “20%,” “10%” and “7%” higher 
than in the last six months of 1952. Four companies 
expect lower billings during this period as compared 
to last year, while two concerns anticipate “com- 
parable” results. 

Backlogs of unfilled orders range downward in five 
machine tool companies from “20%” to “a loss of 
Just a few days’ sales.” One respondent says “our 
order backlog is shrinking, but this is not an unwel- 
come trend because it allows us to shrink inventories 
and thereby recapture some of the investments made 
there.’ One company reports, contrary to trend: 
“Our current backlog compared with last year is 11% 
higher.” Another firm’s backlogs are about the same 
as a year ago. 

None of the cooperating companies expect their 
backlogs to increase over the next six months—four 
executives flatly state backlogs will decrease. 


Two companies have reduced their inventory-sales | 


ratios from a year ago; one company’s present inven- 
tories as a per cent of sales are 3% higher than a year 
ago; three companies indicate no change in inven- 
tories, and three companies did not reply. Each of the 
six companies reporting on the status of their inven- 
tories is aiming for lower or steady inventory-sales 
ratios over the next six months and none expect this 
ratio to rise. 

Two cooperators indicate slight lags in collections, 
im one case: 


“There has been a hardly perceptible lag in our collec- 
tions on regular commercial accounts, but our bad ex- 
periences lately have been with accounts which were for 
or in behalf of the government. It has been a fairly 
common experience for us during the last two years to 
have extremely large sums of money tied up in delin- 
quent accounts of government contractors for periods of 
six to nine months. In our opinion, however, the present 
experience with our regular commercial accounts does 
not warrant any revision of our credit policy at this time.” 


None of the companies covered have any firm plans 
to revise credit policy, although one officer says: 


“While we are not revising our credit policy, we believe 
that accounts will have to be watched more closely from 
now on and particularly in 1954. It may well be that we 
will tighten up on our credit policy later in the year and 
pay special attention to marginal accounts.” 


Three machine-tool builders expect profits before 
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taxes in the second half of 1953 will be less than a 
year ago, while two expect profits “to exceed” and “to 
be about 20% higher.” Four companies did not 
reply. 

Most frequently mentioned as adversely affecting 
the 1953 profits outlook are “increased labor costs and 
material costs” not balanced by “upgrading of ma- 
chine tool prices,” and “a slightly lower volume of 
shipments.” Three companies look for total profits 
before taxes in 1953 to be lower by “25%,” “20%” and 
“slightly less,” and three companies expect profits 
to improve, one by “25%.” 


Nonferrous Metals 


Two out of the three cooperating nonferrous metals 
companies expect “the new order volume during the 
next six months will be maintained at substantially 
present levels,” while one expects a ‘downward 
trend.” Compared to the second half of 1952, total 
new orders over the next six months are expected to 
be “possibly 3% higher” for one company and “less” 
in a second, with one company not replying on this 
point. 

One executive reports “a minor increase in cancella- 
tions, but we do not regard this with any significance.” 

One company anticipates lower billings, while an- 
other expects them to be higher. An executive of 
the latter states: “It seems to us that billings dollars 
for the second half of 1953 may exceed the latter half 
of 1952 by 12%; out of this, 3% may be attributed to 
increased volume and 9% to increases in prices.” 

All three nonferrous metals companies report lower 
backlogs of unfilled orders on hand compared with a 
year ago, in one case partially due to “reductions in 
orders for delivery after ninety days.” Two com- 
panies expect backlogs to continue their decline dur- 
ing the next six months; a third company expects little 
further change. 

Although one company reports inventories as a per 
cent of sales higher than a year ago, the other two 
say their inventory position is “fairly well stabilized” 
and “comparable to those for the same period last 
year.” One nonferrous metals company expects “in- 
ventories will trend downwards during the next six 
months” and the other two “do not anticipate any 
major change.” 

Collections are up to par for all three cooperators, 
and none have revised their credit policies, although 
one executive points out: “We are watching the situ- 
ation more closely and with increasing caution. If 
collections begin to lag, we will tighten our credit 
policy.” 

One company expects higher profits before taxes 
likely for both the second half of 1953 and for the 
entire year 1953 as compared to 1952 results. The sec- 
ond company looks for lowered profits and the third 
did not reply on this point. 
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Office Equipment 

“Increases in costs not compensated for by in- 
creased selling prices” are impairing the profits out- 
look for some office equipment firms according to the 
replies of five companies in this field. 

One manufacturer of office equipment expects “some 
increase” in new orders during the next six months, 
while three others “do not anticipate any significant 
change in trend.” One company did not report. Com- 
pared with new orders booked in the second half of 
1952, one company figures total new orders in the 
last six months of this year will show “a 25% in- 
crease”; another company expects a 5% decline, and 
two companies see no change. 

None of the five cooperating office equipment manu- 
facturers report any rise in cancellations and one com- 
pany has actually experienced a decrease in the past 
several months. 

Two companies expect billings to be down in the 
second half of 1953 compared to the second half of 
1952, by “5%” and “10%, inasmuch as in 1952 we 
were reducing backlog.” Two other office equipment 
producers expect billings to be at about the same 
level as a year ago. 

One company reports “current backlogs compared 
with backlogs of a year ago have been reduced by ap- 
proximately 60%, another notes “our backlog of 
orders is somewhat less” and a third company finds 
“current backlogs somewhat greater.” 

Two companies write “there will be no increase in 
our backlog during the next six months,” and two 
others state there will be a decrease, in one case due 
to regular seasonal influences. 

Three out of four reporting companies indicate that 
their inventories as a per cent of sales are unchanged 
from a year ago. In one company “inventories this 
year are about 30% less in relation to shipments 
than they were for the same period last year.” No 
change in inventory-to-sales ratios during the next 
six months is foreseen by any of the reporting office 
equipment producers. 

Three cooperating companies indicate “collections 
are satisfactory,” while in two companies where “col- 
lections are slowing up,” it is noted that “the extent 
is not great.” None of these companies have revised 
or are contemplating revisions in their credit policies 
in the next six months. 

One office equipment manufacturer thinks “profit 
before taxes will be a lot better in the last half of 
1953 as compared with the last half of 1952.” Ex- 
plaining further, this executive says: 


“We did a major job of adjusting our inventories to 
the proper relation to sales last year and retired short- 
time bank loans through reduction in inventory. Our 
rate of production this year, therefore, will be somewhat 
greater for the same amount of sales than it was last 
year. 


Two companies expect lower profits after taxes the 
second half of 1953 compared with the second half of 
1952. One cooperator expects profits to be “essen- 
tially the same” and one company made no answer. 

On profits after taxes for the full year 1953, three 
out of five companies look for “unfavorable” compari- 
sons with 1952; in one case profits after taxes may be 
down 35% due to “a depressed price situation in the 
industry and increased labor and material cost which 
of course put a squeeze on profits.” One company 
expects higher 1953 profits and one company sees little 
change. 


Railroad Equipment 


Little change in new orders for railroad equip- 
ment during the remainder of 1953 appears likely, 
according to the composite opinion of five cooperating 
railroad equipment manufacturers. Two forecast the 
new orders trend over the next six months to be 
higher—“in some lines of business we assume the up- 
ward trend will be substantial but overall we expect 
the change to be moderate.” One company estimates 
incoming orders in the second half of 1953 will be 
“somewhat lower” and one producer expects the cur- 
rent new order rate to continue. One company thinks 
the volume of new orders booked in the second half of 
1953 will be higher than a year ago; two expect it 
will be lower and two companies look for no change. 

Three companies have had no increase in cancella- 
tions. One executive reports “some few” cancella- 
tions and according to another company: 


“There has been an increase in cancellations but we 
believe that for the most part this has resulted from a 
better supply situation. In some lines of our business 
the supply situation has been such that we believe the 
backlog had a certain amount of ‘water’ in it.” 


Three railroad equipment producers expect billings 
in the second half of 1953 will be “higher,” “somewhat 
higher” and “80% greater” than in the second half 
of 1952. In the last case it is explained that “billings 
in the second half of 1952 were adversely affected by 
strikes.” One firm expects lower billings and one ex- 
hy to about equal the volume of the second half of 

All five cooperating companies report lower back- 
logs of orders than a year ago. One company reports 
“the current backlog is approximately one half the 
backlog at this time last year due primarily to the 
cancellation of a portion of a large military contract.” 
Two others report backlogs down “18%,” one com- 
pany says backlogs are “down considerably” and one 
states they are “somewhat lower.” 

Backlogs are expected to decline still further in 
the next six months at three companies, partially due 
to “accelerated production.” Two companies expect 
their backlogs to remain “fairly constant.” 
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As for inventories expressed as a per cent of sales: 
three producers find them “somewhat above” what 
they were a year ago and in two companies this 
ratio is lower. Four out of five companies expect in- 
ventories to trend downwards during the next half 
year, while one thinks they will remain about the 
same as a per cent of estimated sales. 

Collections have posed no problem to the five co- 
operating railroad equipment manufacturers and con- 
sequently none expect to revise their credit policies 
during the next six months. 

Two producers look for higher profits before taxes 
in the second half of 1953 as compared to the second 
half of 1952; one estimates them to be less, and an- 
other thinks profits will be about the same. One 
company did not reply. 

1953 yearly profits before taxes for four out of the 
five reporting companies are expected to be “greater,” 
“higher,” “somewhat better” and “the same or slightly 
better.” One feels they will be less than in 1952. 


Steel 


Most of the nine reporting steel companies make 
some reference to the distorting influence of the 1952 
steel strike on 1953-1952 comparisons of new orders, 
sales, backlogs and especially profits. As a result, 
1953 shapes up as a generally better year for steel 
than strike-depressed 1952. 

A steady to lower trend in new orders for steel 
products is predicted by six steel companies; three of 
these believe new orders over the next six months 
will not change much and three expect lower new order 
rates. According to one company “a decline in steel 
purchases for inventories and some reduction in 
actual steel consumption will be the principal factors 
contributing to a decline in new orders.” 

One steel producer expects total new orders in the 
second half of 1953 to be “substantially above” the 
corresponding period of 1952, but warns “the 1952 
period was abnoramlly low due to the nationwide 
steel strike—during which time we did not accept 
orders.” Three cooperating companies expect the 
volume of new orders will be “much less,” “down 
slightly” and “somewhat lower” when compared to 
the second half of 1952. Four others expect little 
change in new orders. 

' Only one out of seven reporting companies notes 
“some increase” in cancellations. 

Five steel companies, reporting expectations of 
higher billings in the second half of 1953 as compared 
to the second half of 1952 make the point that “the 
major reason for this is the occurrance of the steel 
strike which affected the third quarter of 1952.” Three 
of these find, after making allowance for the produc- 
tion loss due to the strike a year ago, that anticipated 
second-half 1953 billings show up lower or unchanged 
from a year ago. 
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Another steel executive, expecting his company’s 
billings in the second half to be up “10%,” says this 
reflects “mainly price increases.” Still another com- 
pany expects billings during the next six months to 
be “approximately” the same as the second half of 
1952. 

Two steel companies report backlogs of unfilled 
orders as “substantially less” and “20% lower’ than 
a year ago. In the latter case, “backlogs were worked 
off during the period immediately following the 1952 
strike when new orders were not accepted at normal 
rates and production was up to capacity.” One com- 
pany reports its backlogs “slightly higher” but cau- 
tions that “this is very misleading since we are on a 
quarterly allocation basis which has the effect of 
limiting our future sales.” 

One company reports backlogs in one division 
“larger than a year ago,” while “substantially down” 
in its other division. Four other cooperating steel 
producers report no change in backlogs. 

Five out of eight steel companies answering expect 
backlogs during the next six months to decrease. As 
one company official states: “With steel expected to 
be in freer supply and with consumption at a lower 
level, steel consumers will not place their orders as 
early as in recent months.” Three others expect back- 
logs “to hold about even.” 

Inventories as a per cent of sales have been fairly 
constant for most of the steel companies reporting. 
Four report inventories unchanged from a year ago; 
one says “inventories are slightly higher as a per cent 
of sales” and two report lower inventories, down 
“10%” from a year ago in one instance. 

Four companies indicate inventories as a per cent 
of sales will trend upwards in the next six months, 
although two of these specify that this is “primarily 
because of seasonal stockpiling of raw materials.” 
One company expects its inventory-sales ratio to de- 
cline within the next six months and two look for no 
change. 

Two out of nine steel companies replying say they 
have experienced some lag in collections. In one 
company “past due accounts (as a per cent of sales) 
have increased from 1.46% at the end of April, 1952, 
to 2.138% at the end of April, 1953.” No revisions in 
credit policies are planned by any of the nine com- 
panies. 

“The picture for profits before taxes in the second 
half of 1953 is colored by the 1952 steel strike. Profits 
will be well above the strike-dislocated level of 1952 
during the last half of this year,” so reports one steel 
company among five anticipating higher profits. One 
company expects no change in profits before taxes and 
one thinks they will be less in the second half of 1953 
“due to a decline in our sales.” 


Six out of seven steel companies expect profits be- 
fore taxes for the year as a whole to be higher 
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than in strike-depressed 1952 although one executive 
maintains: 


“For the year as a whole, we expect that income before 
taxes in 1953 will exceed 1952, even after adjusting for 
the strike. Some of this is due to the increased capacity 
available in 1958 which is being fully used at the present 
time.” 


One company expects lower profits, and two com- 
panies did not reply. 


Miscellaneous Metals 


New orders are expected to “hold steady” during 
the next six months in three companies manufacturing 
miscellaneous metal products, and one company sees 
a falling off in the volume of new contracts. Three 
companies think total new orders booked in the sec- 
ond half of 1953 will be higher than in the comparable 
1952 period, showing in one case a “20% increase,” as 
opposed to one company expecting fewer new orders 
in relation to a year ago. 

No step-up in cancellations has been noted by the 
five cooperating companies, “in fact there has been a 
falling off compared with last year” in one company, 
and another reports “we have had practically no can- 
cellations but have requests for deferred shipments, in 
view of the weakness in the copper market and the 
fact that our terms are price in effect at time of 
shipment.” 

Three out of five cooperating companies anticipate 
higher billings in the last six months of this year; in 
one case “10% or 15% more” than in the second half 
of 1952. One company “operating at full capacity,” 


expects billings for the second half of 1953 to be about . 


the same as a year ago. Another sees billings “falling 
off” in the latter part of 1953 and explains “we are 
subcontractors on special war work and our primes 
have lost the reorder. The new suppliers have their 
own metal fabricating facilities.” 

Backlogs are lower by 3714%, 30%, and 13% com- 
pared to a year ago at three miscellaneous metals 
companies; 15% and 40% greater at two other com- 
panies. One company expects their backlog to rise 
over the next six months, while two expect them “to 
remain about the same.” One company writes: “If 
we get enough steel we will expect our backlog, which 
is still unusually large, to decrease in the next six 
months.” 

“Our inventories are less than a year ago not by 
design but by inability to keep up with demand” 
writes one executive. Two other cooperators also re- 
port that inventories, as a per cent of sales, are lower, 
whereas one company says inventories are about the 
same as a year ago. 

One executive thinks “inventories might decrease 
during the next six months, provided the steel mills 
do a better job of shipping first what we need first.” 


Another company whose inventories “became badly 
unbalanced while controls were on” hopes to bring 
down inventories during the next six months. Two 
companies expect their inventories to rise, in one case 
“as rapidly as production will permit.” 

Only one company reports any lag in collections: 


“There has been no appreciable slowing up in payments 
from our manufacturing accounts. However, there has 
been some slowness among our jobber and distributor 
accounts. Despite all this, we are turning our receivables 
within the thirty day period. Our policy has always been 
to watch our acounts very closely, hence our collection 
policy is no more rigid today than in the past.” 


One manufacturer of miscellaneous metal products 
expects second-half 1953 profits after taxes will show 
“a moderate increase” and two expect they will be 
less than in the second half of 1952. Two other com- 
panies did not answer. 

For the year 1953 as a whole, three companies are 
bullish on their profit outlook. One company expects 
a 10% to 20% increase over 1952, but another notes 
that “the year’s profits are likely to be higher owing 
to unusually high profits in the first quarter in 1953.” 
One company states: “Although our volume will be 
greater this year than in 1952, our anticipated profits 
will remain about the same,” and one executive ex- 
pects 1953 profits before taxes “will be slightly less 
than they were a year ago. However, they should 
be satisfactory.” 


NONMETAL INDUSTRIES 


Building Materials and Supplies 


Little change in the trend of new orders over the 
next six months is expected by the four reporting 
building material producers. One expects a “slight 
increase,” another looks for the normal seasonal up- 
turn common to his company’s sales, while two indi- 
cate “no change.” Compared with the second half of 
1952, new orders in the next six months for two com- 
panies may be 5% higher, for the other two “approxi- 
mately the same.” All four report “no appreciable 
change in cancellations.” 

“With some increase in prices,” all four producers 
expect dollar billings in the second half of 1953 to 
exceed those in the comparable 1952 period by “10%,” 
“6%,” “5%,” and “somewhat.” One company feels 
that “the recent increase in mortgage rates on VA 
and FHA loans and liberalization of the down-pay- 
ment requirements will bring out a substantial amount 
of mortgage money, and will therefore benefit our 
company.” 

One company reports its current backlog of un- 
filled orders as “60% larger than at this time last 
year.” Two others indicate that their backlogs are 
“generally slightly higher,” although one notes “ex- 
ceptions in a few specific commodities” and the other 
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points out that “in the midwest our backlogs are ap- 
preciably smaller.” Current backlogs in one company 
“are almost 30% less, but still substantial.” 

_ Little change is looked for in backlogs over the next 
six months, aside from seasonal influences. Two com- 
panies expect the usual seasonal increase and one 
looks for a seasonal decline in backlogs, while one 
concern anticipates a slight increase in its backlog of 
unfilled orders. 

Only one company indicates that its “inventories 
are approximately 20% larger than at this time last 
year.” For the other three respondents, inventories 
as a per cent of sales are down “10%,” “5%,” and 
“lower.” One reason given for lower inventories is 
“the general prospect of early deliveries on most 
items.” All four building-material producers expect 
their inventories “to trend downwards during the next 
six months.” 

While two companies report no collection lag, two 
others note such a tendency. According to one re- 
spondent, the lag is most noticeable “in the northeast 
and southwest areas.” One executive writes: 


“We have spent a great deal of time on our collection 
problem. The tendency has definitely been for collections 
to lag, and as a result we have made a real effort to 
keep them in line. This we have been able to do. As 
a matter of fact, our past-due receivable picture at the 
present time is better than the same time last year.” 


None of the companies plan any change in their 
present credit policies. 

Three producers expect their second-half 1953 
earnings before taxes to be “a little better” than in 
the last half of 1952, while one company expects 
about the same results. For the year 1953 as a 
whole, one cooperator states “end profits before taxes 
will compare very favorably with those of 1952.” Two 
others expect 1953 profits to slightly exceed 1952. As 
one executive puts it, “it is our expectancy that profits 
before taxes for 1953 will be ahead of 1952; 1952 was 
unfavorable in our industry, and the improvement in 
1953, if any, will be due to higher selling prices. 
There is, however, pressure against increased selling 
prices.” 

One company feels its profits before taxes for the 
year 1953 will be down 5% from 1952. 


Chemicals 


Since many companies in the chemical industry op- 
erate on a current requirements basis, “it is impossible 
to have any real backlog of orders.” Explains one 
chemical executive: “Our customers, by and large, re- 
quire the material for use in current products, and if 
the material cannot be supplied when they need it, 
that sale is gone forever.” Under such circumstances 
new orders are practically synonymous with billings, 
while backlogs are usually nominal. 
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Only five out of sixteen cooperating chemical com- 
panies report on the expected trend of new orders 
in the second half of 1953: One company looks for a 
normal seasonal upturn in new orders, two companies 
expect new orders “to continue gradually downward” 
and to “slightly decrease,” while the remaining two 
producers expect “no major change.” 

Four out of seven reporting chemical companies 
indicate total new orders in the second half of 1953 
will be higher than in the last six months of last 
year. In one case the expectation is that new orders 
will be “17% higher,” and another company states 
“new orders for the second half of 1953 should com- 
pare favorably with the second half of 1952 if current 
buying levels are indicative of product movement 
through the retailer to the consumer level, and we 
believe they are.” Two companies expect new orders 
will be about “even” with the second half of 1952, and 
one executive thinks they will be lower for his com- 
pany. Increases in order cancellations are not re- 
ported by any of the responding companies. 

The billings outlook for the chemical industry over 
the next six months appears goods, according to re- 
plies from fourteen cooperating producers. Only one 
company expects lower billings, “about 10% under 
the 1952 rate,” as opposed to nine companies fore- 
casting billings increases and four expecting little 
change from the second half of 1952. Companies opti- 
mistic about billings in the second half of 1953 
report increases of “25%,” “17%,” “10%,” “10%” 
and “9%.” 

Those companies who feel backlog data are signi- 
cant indicators of their current and future operations 
report as follows: Two have larger backlogs of un- 
filled orders than a year ago; in one company backlogs 
are lower and in two others unchanged. 

Two companies expect backlogs in the next six 
months to increase seasonally, one expects a decline 
and one company indicates no change. 

Inventories as a per cent of sales are lower than 
a year ago in nine out of fifteen companies reporting 
on this point. Five companies report higher inven- 
tories; in four cases the increase is “considerable” and 
in one case only slightly up. One company reports 
“very little change” in inventories. 

Two companies expect their inventories-sales ratio 
will increase during the next six months, in one case 
“because inventories at the present time are slightly 
below the level we would like to have them.” Six 
chemical producers plan to have lower inventories in 
relation to sales by year end and another six expect 
no change. 

Collections continue good in the chemical industry. 
Four cooperators detect some lag in collections, but 
all indicate that it is “slight’ ’to date. None of them 
have revised their credit policies, although one ex- 
ecutive says: “We are spending more time in follow- 
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ing up and watching the slower accounts.” Another 
producer reports: 


“There has not as yet been enough of a lag in collec- 
tions to indicate any definite trend. Our credit manager 
advises me that slowness in collections has developed in 
only one or two lines of trade and they are a minor part 
of our total business. The only change in credit policy 
is an awareness that bank credit is somewhat tighter so 
more careful scrutiny is being given to customers’ credit 
statements.” 


Six reporting chemical companies expect profits 
before taxes in the last six months of 1953 will be 
higher than in the comparable period a year ago, as 
against three producers expecting lower profits. Of 
the latter, two state that “payroll and other costs 
have been gradually increasing and we doubt if all 
of this added cost can be recovered through increased 
prices.” Five other companies see little change in 
their second-half 1953 profits outlook. Quoting one 
executive: 


“With respect to our profit outlook we anticipate that 
profits before taxes for the last half of 1953 will be quite 
comparable to those for the last half of 1952. 

“There might be a slight decline by virtue of increased 
costs which have not been passed on to the consumer and 
by further virtue of the fact that we will, during that 
period, be starting up a new plant with its intended ex- 
penses without the full volume of profitable sales which 
will develop from that operation within three to six 
months after the plant comes on the line.” 


Eight out of ten cooperating chemical companies 
expect 1953 profits before taxes to be higher than 
1952 profits; replies ranged from “37% greater” to 
“will compare favorably.” Two companies expect 
“slightly lower” profits before taxes in 1953, and six 
made no reply. 


Food 


Because most of the food business is “characterized 
by selling for immediate delivery and current con- 
sumption,” the majority of twelve cooperating food 
companies “are not concerned with backlogs or can- 
cellations.” Billings closely parallel new-order trends. 

Out of four companies reporting on the expected 
trend in their new orders for the next six months, 
two expect no change and two expect them to be 
higher, in one case “because of seasonal influences.” 
Comparing anticipated second-half 1953 total new 
orders with second-half 1952, one company expects 
them to be higher, one says “orders will be below last 
year” and two report they will be about the same. 
None of the cooperating companies expect cancella- 
tions to be a significant factor in the next six months. 

Five food companies expect second-half 1953 dollar 
billings to be higher than a year ago, two mention- 
ing “higher prices” as contributing to the anticipated 
favorable comparisons. On the other hand, the one 


company indicating “billings for the second half of 
1953 may be slightly less dollarwise,” says this 1s 
“due to the sizable price declines in many of the agri- 
cultural products that we use.” Two other companies 
look for no significant change in billings volume over 
the next six months. 

Only three out of the twelve cooperating food 
product manufacturers are concerned with backlogs 
of unfilled orders, and these three are evenly split, 
one each reporting current backlogs “greater,” “small- 
er” and “the same” as compared to a year ago. Two 
of the three concerns expect no increase in their 
backlogs during the next six months and one says 
“slightly up.” 

Inventories as a per cent of sales are generally down 
in the food industry as compared to a year ago, ac- 
cording to four reporting companies. 

As one executive describes the situation: 


“Our current inventory is smaller and has been gauged 
for the particular purpose of distribution without a carry- 
over. The attitude of all the trade, jobbers, chains, super- 
markets and ordinary retailers, is to buy sparingly, fre- 
quently, and carry as little inventory as possible. This in 
itself is a favorable feature in that the grocery trade is 
not overloaded and, therefore, the anticipation is for a 
steady volume along conservative lines.” 


One company reports inventories “slightly above 
this time last year” and one has maintained “a fairly 
consistent relationship to sales.” Little change in 
inventories as a per cent of sales is expected in the 
next six months according to five cooperating food 
companies: two other companies expect inventories to 
decline, in one instance “at least 10%,” and one com- 
pany thinks inventories as a per cent of sales will 
trend “up.” 

Collections continue good in the food industry 
and none of the twelve cooperating companies report 
any anticipated change in credit policy. One com- 
pany says, “while we believe that there is a tendency 
for collections to lag, we have reversed this tendency 
by a more positive and efficient credit policy.” 

Five out of seven reporting companies expect 
better profits before taxes in the second half of 1953 
as compared to a year ago. “We expect increased vol- 
ume to produce improved profits for the second half,” 
writes one executive. 

Another indicates, however, that while: 


“We anticipate a better profit picture for the last half 
of 1953 compared with the last half of 1952, during 1952 
we had some very heavy nonrecurring expenses that threw 
our profit picture completely out of line. Actually, if we 
were to eliminate these nonrecurring expenses then the 
last half of 1953 would be poorer from a profit outlook 
than the last half of 1952.” 


The two remaining companies think profits before 
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taxes in the second half of 1953 will be “comparable” 
for the last half of 1952. 

Only one cooperating food company says “our 
1953 profits probably will be less than our 1952 
profits due to the rather sizable decline in price of 
our raw materials during the first three months of 
this year.” Five other companies expect higher profits 
before taxes in 1953 than in 1952, although one execu- 
tive makes this moderating statement: “We hope 
that our profit position for 1953 will be better than 
1952, which has been much too low for safety.” 


Leather Products 


Of the three leather products manufacturers report- 
ing on the outlook for new orders in the second half 
of 1953, one says “new orders will be a little better 
in volume,” another “expects no marked change, with 
the exception that military orders may be materially 
reduced,” and the third states “we are of the opinion 
that the order trend for the last six months of 1953 
will be downward from what it was in 1952 and from 
what it has been so far in 1953.” 

Two companies have experienced no increase in 
cancellations; the other did not respond on this point. 

The billings outlook for the second half of 1955 is 
mixed. One company says “dollar billings should be 
greater’; one company qualifies its statement that 
“dollar billings from civilian business will be slightly 
greater” by stating, “we do not know to what extent 
the government will reduce its purchases from this 
time on”; and one company states, “dollar billings 
will be no more than in 1952” and believes “they will 
be somewhat lower.” 

Backlogs are “somewhat lower,” “a little less,” and 
“approximately the same” as a year ago. Two com- 
panies expect backlogs to “increase in the next six 
months,” with no response from the third. 

Current inventories, as a per cent of sales, compare 
with those of a year ago as follows: “favorably,” “no 
change,” and “about the same.” Inventories over the 
next six months are expected to show “a slight in- 
crease,” “no change,” while one company thinks that 
“they will trend downward.” 

Two companies reporting state that they have not 
encountered any lag in collections. 

On profits, two indicate 1953 earnings before taxes 
“will be better than in 1952,” while one respondent 
feels the “profit outlook for the last half of 1953 is 
not as good as it was for 1952.” 
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Paper and Paper Products 


Five out of eleven cooperating paper companies 
expressing an opinion on the probable trend of new 
orders in the second half of this year feel some 
decline is in the offing; one company expects an up- 
turn to take place after July, and two companies 
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don’t believe much change will occur. Another three 
cooperators did not forecast their new-order trend. 

Despite the general outlook for some decline in the 
trend of new orders in the paper industry, five com- 
panies still feel they will receive more orders in the 
second half of 1953 than in the second half of 1952. 
Two companies expect new orders to be lower than 
a year ago, down “10%” in one instance, and one 
company sees no change. None of the eleven cooper- 
ating companies report they have experienced any 
increase in cancellations. 

Five out of ten paper companies replying expect to 
“slightly” better their second-half 1952 billings in 
the coming six months. In one case an increase in 
sales is looked for because “we experienced a strike 
in 1952 which lasted for several weeks and cut our 
production in about half, compared to what it 
normally would be.” Two companies see little 
change while three indicate lower billings for the 
second half of 1953, one by as much as “10%” from 
the corresponding levels in 1952. 

Backlogs of unfilled orders are higher than a year 
ago in seven out of the eleven cooperating paper com- 
panies. 

“Our current backlog is about two thirds of what 
it was at this time last year, but still amounts to six 
or seven weeks’ output,” writes one company, and 
another notes “our current backlog is somewhat less.” 
Two companies’ backlogs are at about the same level 
as a year ago. 

Backlogs have, apparently, about reached their peak 
for 1953. Five companies expect to find them lower 
at year end and three see no particular change in 
either direction. None of the reporting companies 
expect any further increase in their backlogs this year. 

Four out of eight companies report that inventories, 
as a per cent of sales, are down from a year ago. In 
two cases inventories are higher—as one executive 
states, “inventories here are approximately 20% 
heavier than at this time last year and, therefore, 
bear close scrutiny particularly in the months to fol- 
low.” In the remaining two companies inventories are 
unchanged from a year ago. 

Inventories as a per cent of sales at year end 1953 
are expected to be about the same as at present in 
three paper companies, lower in two, and higher 
than at present in three other firms—in one case 
because “the current ratio is somewhat below what 
we consider normal.” 

Two paper companies report a noticeable lag in the 
collections. Writes one executive: 


“There is some lag in collections. Customers with small 
working capital are experiencing some trouble in. dis- 
counting their bills. The situation is minor and’ spotty, 
and no change in our credit policy has been made or is 
anticipated within the next six months.” 


Another company reports “it has been necessary to 
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place more accounts in the hands of collection agen- 
cies even though our losses from bad debts have not 
increased.” In one company, “collections have been 
satisfactory but they do require a little more atten- 
tion than heretofore.” None of the paper companies 
covered in this survey report any plans for a revision 
in credit policy. 

Four paper companies expect little or no change 
in profits for the last half of 1953 compared with 
the same month of 1952; one company believes that 
the profits outlook is “better,” and three companies 
expect profits to be lower by “10%,” “slightly less” 
and “moderately less because of increases in wage 
rates and of price weakness in some products.” 

All eight companies responding expect total 1953 
profits after taxes to equal (five companies) or exceed 
(three companies) 1952 profits. One executive, ex- 
pecting his company’s profits to average about the 
same as a year ago, says “we have been confronted 
with considerably higher labor costs and somewhat 
higher raw material costs, but believe we can offset 
these by somewhat higher output and by some in- 
crease in operating efficiency.” 

“I might say that we have had somewhat of a 
depression for the first six months of 1952, when we op- 
erated at a loss,” remarks one paper company execu- 
tive, whose company’s 1953 profits are indicated to 
be higher than in 1952. 


Petroleum 


None of the five cooperating petroleum producers 
reported on their new order trends, cancellations, or 
backlogs of unfilled orders because, as one oil execu- 
tive explains “the manufacturing and marketing of 
petroleum products does not conform to the general 
pattern of industry wherein orders are placed well in 
advance for specified quantities and delivery dates. 
The bulk of petroleum products is sold and delivered 
as needed at the then current price.” 

Four out of five companies anticipate somewhat 
higher billings in the second half of 1953 as compared 
to a year ago. In one case a “5% to 10%” increase is 
looked for; in another company, “it is expected that 
total demand, quantity and dollarwise, for the next 
six months will increase at a somewhat lesser rate 
than the average of the last several years.” Two 
companies report as follows: 


“At this time volume indications for the second half 
of 1953 are about the same as for the same period of 1952 
with no expectation of a downturn, and since prices of 
finished products have generally advanced since last year, 
it is reasonably expected that total dollar billings will 
likewise be higher.” 


One company expects “billings will be about the 
same or perhaps show a decline of probably not more 
than 1%.” 


Inventories as a per cent of sales are generally a 


little higher than a year ago in three oil companies 
reporting, and little changed in two others. Two com- 
panies look for seasonal increases in inventories, “prin- 
cipally due to buildups of heating oils and residuals”; 
one company expects inventories as a per cent of 
sales to decline by year end; and another company ex- 
pects little change. 

While three cooperating oil companies have experi- 
enced no perceptible lag in collections and plan no 
changes in credit policies, two others describe their 
situation as follows: 


“We have experienced a lag in collections and it has 
reached considerable proportion. We have not yet revised 
our credit policy, but are anticipating tightening up in 
the near future.” LOE 


“There has been some slight lag in collections from 
some localities and certain industrial customers. This is by 
no means of alarming proportions and has been met by 
comparable moderate tightening of credit restrictions. 
This tightening of credit is not a general, uniform change 
of policy, but the result of local enforcement of already 
established authority as exercised where considered ad- 
visable in some spots of our operating areas.” 


Four out of the five cooperating petroleum pro- 
ducers think profits before taxes will be higher in the 
second half of 1953 than in the second half of 1952. 
According to one executive “the governing factors 
are (a) less importation of raw materials at a loss; and 
(b) better prices, provided these can be maintained 
in this highly competitive market. The unknown 
factor is the margin which competition will permit be- 
tween the comparatively high cost of materials and 
labor and the prices received for products.” 

One company thinks its profits in the second half 
of 1953 “will be somewhat lower” than a year ago. 

For the year 1953 as a whole, two companies expect 
their profits before taxes to compare favorably with 
1952 results, while two believe they will be less. 


Rubber 


Two of three rubber companies reporting expect 
new orders will trend downwards in the second half of 
1953 but they expect total new orders booked in the 
second half of the year to be “comparable” and to 
“compare favorably” with year-ago figures. Bill- 
ings in two reporting companies for the second half 
of 1953 are expected to be about the same as in the 
comparable 1952 period. 

Current backlogs of unfilled orders are higher in 
two companies, up about 20% from a year ago in one 
case, and “moderately lower” in the third company. 
Two out of three companies expect backlogs to be 
lower by the year end. 

Inventories as a per cent of sales are “practically 
the same” as a year ago in one rubber company and 
“lower” in another, but both agree they will “not 
change much” in the next six months. 
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In two out of the three cooperating rubber com- 
panies collections have slowed up slightly, but no 
plans to revise credit policies are in the offing. 

In two companies the 1953 profits outlook before 
taxes is improved over 1952. The third company 
states “we expect 1953 to be a good year for the 
rubber industry as a whole.” 


Textiles and Products 


Out of eleven cooperating textile companies, six 
indicated their expectations as to the course of new 
orders during the second half of 1953: two think 
new orders will increase, one company expects the 
trend will be “downward” and three companies expect 
no change. 

Three cooperators report the six months’ outlook 
for total new orders variously as “25% to 30% ahead,” 
“will compare favorably” and “higher” than a year 
ago. One producer thinks he will book fewer new 
orders during the second half of 1953 as compared 
with the second half of 1952 and four companies ex- 
pect total new orders will be about the same as in 
1952. No increase in order cancellations is reported 
by any of the responding companies. 

The billings picture for the second half of 1953 is 
mixed: three textile firms expect billings to be higher 
than in the latter half of 1952, in one case “25%” 
higher; three companies expect second-half billings 
will be lower by “25%,” “3%” and “slightly, due to 
lower prices and not to reductions in quantity”; four 
other companies expect billings will be unchanged 
from the second half of 1952. 

One of the three textile executives expecting poorer 
billings has this to say: 


“Our forecast is predicated on a topping out of textile 
activity which entered a period of recovery in the early 
summer of 1952. We think we see evidence of a return 
of the normal two-year cycle in cotton textiles which 
would indicate a declining trend of activity in the latter 
part of 1953.” 


Larger backlogs of unfilled orders than existed a 
year ago are reported by four textile companies. In 
one company, “the current backlog of orders is about 
double that of a year ago. In our textile businesses 
we are sold ahead, on the average about eight weeks, 

‘whereas last year it was a little under four weeks.” 
Another company reports, “current order backlogs 
are 25% ahead of a year ago,” two others described 
their current backlogs as “higher” and “a bit better.” 

The only textile executive reporting current back- 
logs as “somewhat below that of a year ago” explains 
this is “because a year ago some of our plants were 
closed because of labor troubles and orders piled up.” 
Another three companies find their current backlogs 
unchanged from 1952. 

Not much change in backlogs of unfilled orders is 
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anticipated in the next half year by four cooperating 
textile firms, two others expect some increase in back- 
logs and one company expects a decline. 

Some sharp cuts in inventories are reported by 
three cooperating companies. In one case, inven- 
tories as a per cent of sales are “little more than half” 
as great as a year ago, and in the other two companies, 
inventories are 25% lower. On the other hand, two 
companies report higher inventories, described by one 
executive as “about 15% higher as compared to 1952, 
although 1952 was abnormally low.” In three com- 
panies inventories as a per cent of sales are unchanged 
from a year ago. 

Four firms expect inventories as a per cent of sales 
will decline during the next half year, two expect 
them to remain level and one company expecting 
“slower business” thinks stocks may “accumulate.” 

With some segments of the textile industry still in 
a depressed state of business, five out of ten cooper- 
ators report some lag in collections, in some cases 
“slight” and in others “moderate.” One company has 
“tightened up but slightly” on its credit policies, while 
one company official declares: 


“We have not revised our credit policies, but we have 
taken definite steps to focus the attention of financial 
and operating management on our investment in receiv- 
ables, the trends of collections, and major problem areas.” 


None of the companies report any firm plans on 
hand to revise their credit policies in the next six 
months. 

Of five companies reporting on expected profits in 
the second half of 1953, two indicate profits after 
taxes will be higher than in the last six months of 
1952, two others, reporting drops, say “profits may be 
slightly off” and “we are forecasting earnings in the 
second half of 1953 to be 30% below those for 1952.” 
One company expects no change. 

Five textile companies “hope for improvement” in 
1953 profits over 1952 results. Two of these companies 
expect a profit in 1953 as against losses incurred in 
1952. Three others see little change in the year’s 
profits outlook when compared to 1952, which was 
“unfavorable.” 


Miscellaneous Nonmetals 


A declining trend in new orders for miscellaneous 
nonmetals products during the second half of 1953 
is expected by five out of six responding cooperators. 
Fairly typical of the replies received is the statement: 
“Our estimate is that the number of new orders for 
the last six months in 1953 will be 10% less than the 
first half of 1953”; although one company expects new 
orders will be only “slightly downward.” One com- 
pany sees no “considerable change” in its new-orders 
trend and three companies made no reply on this 
point. 
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Despite the expected declining trend in new orders, 
four out of seven companies believe their total new 
orders received in the second half of 1953 will still 
exceed those in the comparable period for 1952, 
“15%,” “10% to 15%,” “3% to 5%” and “moder- 
ately.” Explains one executive “the second half of 
1952 was very unsatisfactory.” Two companies look 
for “a considerable decrease” and “10% less” new or- 
ders in the second half of 1953. One company expects 
new orders received in the second half of 1953 will be 
“about the same” as in the second half of 1952. 

Only one company reports that cancellations have 
shown “a slight increase principally for products with 
long delivery promises.” 

Most of the cooperating producers expect billings 
in the second half of this year to be higher than a year 
ago; six companies reporting these expected compari- 
sons “15% higher,” “10% to 15% ahead,” “10% to 
12% ahead,” “3% to 5% greater,” “slightly higher,” 
and: “It is our present expectation that tonnage sales 
for the second half of 1953 will be moderately above 
the second half of the preceding year. Dollar bill- 
ings will show a somewhat larger gain as a result of 
the recent price increase which generally was effective 
about June 1 of this year.” 

Three companies report “we are practically cur- 
rent with no backlogs.” One executive explains: “We 
do not ordinarily have backlogs of great size. In the 
past five months, there have been times when back- 
logs accumulated to figures much higher than normal, 
but all of those have disappeared and we have no 
backlog whatsoever at the present time.” 

Two companies have larger backlogs of unfilled 
orders than a year ago, two note little change in the 
size of their backlog and one company describes them 
as “slightly less than at this time last year.” 

None of the reporting companies expect their back- 
logs to be greater at the end of 1953 than presently. 
One producer says “we do not expect backlogs to in- 
crease as we expect to step up production with an 
increase in business.” 


Six out of eight cooperating producers of miscella- 
neous nonmetal products report that inventories as 


a per cent of sales have been reduced from a year 
ago. Only one company reports “inventories as a 
per cent of sales are larger today than last year, 
considerably larger,” and one indicates no significant 
change. ; 

Three companies state they expect their inventories 
to be lower than at present by year end. One execu- 
tive points out: “We are attempting to maintain 
our current inventory position with a slight down- 
ward trend in the last six months of 1953; however, 
our current inventories are practically at a mini- 
mum.” 

Two companies think their inventories will “trend 
upward” and two plan “to avoid any substantial in- 
crease,” expecting inventories to remain about un- 
changed. 

All but one of the nine cooperating companies 
report “a fully satisfactory collection record.” The 
remaining company has this to say: “We certainly 
have noticed a lag in collections. Only about 2% of 
our accounts take any more time than our regular 
terms. We are a little more cautious in opening new 
accounts and, naturally, are policing our regular ac- 
counts more closely.” Another cooperator reports 
“collections are good,” and adds, “we do not expect 
to change credit policy but may scrutinize credits 
more often and more carefully.” 

Profits before taxes in the second half of this year 
are expected to be “substantially” to “slightly ahead 
of the same period” a year ago in five out of seven 
reporting companies; in one case because “sales will 
be higher in 1953 than in 1952 in spite of the fact that 
costs are higher,” while another company states “with 
the addition of a number of rapidly growing new 
products, we are not pessimistic over the last-half 
1953 business, and believe business is going to be 
pretty good.” Two companies expect “lower” profits, 
in one case because of a decline in sales volume. 

Four companies expect profit results for the full 
year to be higher than in 1952, while two look for 
lowered profits before taxes, in one case “down at 
least 50%.” Three companies did not reply on this 
point. 
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